V. Bilateral Negotiations

A. Asiaand the Pacific
(Other than China & Japan)

Overview

The dramatic expansion of trade and economic
growth in the Asia Pacific region over the past
decade was due in large measure to the
progressive and steady opening of marketsin the
region. While numerous barriersto trade in the
region still exist, significant progress was made in
the past decade in dismantling impedimentsto
trade. The commitment of regional Leadersin the
Asia Pacific Economic Cooperation forum to
moving forward toward free and open regional
trade and investment has been an important factor
in spurring this regional trend (see Chapter IV for
information on APEC). In addition, the
Administration has delivered resultsin bilateral
negotiations and consultations with countriesin
the region, opening markets of interest to
American farmers, manufacturers, and services
providers, and protecting intellectual property,
which iscritical to U.S. exportersin the high-tech,
entertainment and other key sectors.

Highlights of the achievements of this
Administration since 1993 include:

> Effective Enforcement of Trade
Commitments through WTO Dispute
Settlement. The United States has
effectively used the WTO Dispute
Settlement mechanism to ensure that
countries in the region implemented their
multilateral commitments. The United
States prevailed in cases involving:
discriminatory liquor taxes in Korea;
automotive subsidies and barriersin
Indonesia; prohibited export subsidies on
automotive leather in Australia; exclusive

marketing rightsin Indiafor
pharmaceutical and agricultural chemical
products; and quantitative restrictions
applied by India on awide range of
imported products.

The WTO Dispute Settlement process
also facilitated settlements favorable to
the United Statesin adispute with Korea
on shelf-life requirements for food
products, with the Philippines on pork and
poultry imports, and with Pakistan on
exclusive marketing rights for
pharmaceuticals and agricultural
chemicals.

A Series of Sgnificant Market Opening
Agreements with Korea: Through a
combination of bilateral consultations, the
use of U.S. trade remedy law, and action
inthe WTO, the United States has
concluded agreements with Korea, and
obtained commitments from its
government: (1) in 1990 and 1993, to
open its market for beef; (2) in 1995, to
reform its government mandated shelf-life
system, which had impeded the import of
meat products; (3) in 1995, to address
market access problems for trade in
passenger cars, (4) in 1998, to further
reduce trade barriers affecting passenger
vehicles and to render trade in minivans
and sport utility vehiclesfairer; (5)
between 1995 and 1998, to revise Korean
import clearance procedures, thereby
expediting the import of several key U.S.
agricultural exports; (6) in 1998 and 1999,
to take stepsto privatize the second
largest steel company in the world and to
get the Korean Government “ out of the
steel business;” (7) in 1999, to reformits
pharmaceutical pricing and regulatory
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policies, thereby making the drug
approval processin Koreafaster and less
onerous; and (8) in 1996, an agreement,
and in 1997, apolicy statement, to ensure
equal treatment for foreign goods,
services and intellectual property rights
protection in telecommunications.

Normalization of Trade Relations with the
Countries of Indochina. Asaresult of the
Vietnam era conflict, Cambodia, Laos and
Vietnam were three of only seven
countriesin the world not to receive
normal trade relations (NTR) status from
the United States. 1n 1996, the United
States completed a bilateral trade
agreement with Cambodia granting it
NTR status; in 1997, a comprehensive
bilateral trade agreement and bilateral
investment treaty were concluded with
Laos (Congressional approval is still
required to grant NTR under the terms of
this agreement); and in 1999, the United
States concluded a bilateral agreement in
principle to grant NTR status to Vietnam,
with provisions covering market access
for goods and services, intellectual
property and investment issues. The
agreement requires final formal assent by
the Vietnamese and Congressional
approval.

Sgnificant Progress in Protecting
Intellectual Property Rights: Bilateral
consultations and negotiations with a
number of countriesin the region resulted
in significant new commitments to protect
intellectual property. Theseinclude: a
bilateral agreement with the Philippinesin
1993 under which it committed to
modernize al of itsIPR laws; an
announcement by Thailand in 1994 of an
intensive program to combat copyright
piracy and conclusion of a comprehensive
IPR action plan in 1997, both of which
followed extensive consultations with
USTR; an action plan by Koreain 1997 to

combat copyright piracy, improve patent
enforcement and improve its trademark
and industrial design laws, resulting from
the “Special 301" process; and a bilateral
agreement with Vietnam in 1997, which
grants legal protectionto all U.S.
copyrighted works in that country for the
first time.

Enhanced Access for U.S. Agriculture and
Processed Food Exports. The
Administration has vigilantly utilized
WTO procedures and bilateral
consultations to reduce Asian restrictions
which impede market opportunities for
U.S. agriculture and food exporters. In
addition to the agriculture-related WTO
disputes mentioned elsewhere, resolution
of India s balance of payments restrictions
resulted in the elimination of quantitative
restrictions affecting a broad range of
agricultural and processed food products.
In Southeast Asia, particularly during the
recent economic turmoil and currency
volatility, U.S. efforts concentrated on a
host of measures which threatened U.S.
agriculture exports, including: Philippine
arbitrary customs valuation practices;
Thai tariff adjustments and import
licensing restrictions; Malaysian food
standards and certification; and
Indonesian tariff adjustments and
monopolistic distribution channels.

Advancement of Worker Rights. We have
actively and creatively used our trade laws
to obtain improvements in worker rights
laws and practices in several Southeast
Asian countries. 1n 1994, under areview
of its Generalized System of Preferences
(GSP) benefits, Indonesia agreed to a
comprehensive action plan to improve its
worker rights practices, including more
freedom for unions; these commitments
were expanded in succeeding years. In
January 1999, a bilateral textile agreement
with Cambodia contained incentives
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aimed at promoting specific
improvementsin labor practicesin this
sector. In early 2000, after a multi-year
effort by the United States taken under the
GSP law, Thailand finally enacted a State
Enterprise Labor Relations Act (SELRA),
which restores internationally recognized
worker rights to state enterprises.

> Ensuring that Responses to the Financial
Crisisare Market Opening: USTR
worked with Treasury and other agencies
to ensure that International Financial
Institutions (1Fls) stabilization programs
adopted by countries hit by the financial
crisis (including Korea, Indonesia and
Thailand) worked to open markets and
expand competition. Many aspects of
these programs have a direct bearing on
trade, in areas such as improved market
access, transparency, economic
deregulation, attracting investment
efficiently, and allocating public and
private resources based on market
disciplines. The United States continues
to monitor the trade-rel ated aspects of
these programs closely, to ensure their
effective implementation.

1999 Activities

After experiencing a year of economic turbulence
and declinein 1998, most countriesin the Asia
Pacific region showed clear signs of recovery in
1999. Each of the economies hardest hit by the
financial crisis— Korea, Thailand, Philippines,
Malaysiaand Indonesia (though more tentatively)
returned to overall positive growth rates in 1999.
Thiswasin part due to export growth brought
about by the depreciation in exchange rates
resulting from the crisis, as well as by
implementation of economic reforms, particularly
in the banking and financial sectors.

The rebound of U.S. goods exports to the Pecific
Rim (excluding China and Japan) is another
indicator that these countries have begun

recovering from the Asian financial crisis. U.S.
goods exports increased 8.2 percent in 1999, after
declining by 17.3 percent in 1998. Since 1992,
U.S. goods exports have increased 48.9 percent.

In the area of trade policy, it is notable that
notwithstanding the extreme pressures placed on
some of the domestic economiesin the region —
unemployment and economic dislocation —
governments in the region have affirmed their
commitment to keeping their markets open, and
after ayear of decline, regional trade expanded in
1999. Existing WTO commitments by many
countriesin the region no doubt were afactor in
this. In addition, the “peer pressure” of regular
APEC meetings at the Ministerial and Leaders
levels, and the desire to demonstrate continued
commitment to the APEC vision of “free and open
trade and investment” in the region helped to keep
trade policies on course. Finaly, the
Administration’s vigorous program of consulting
and negotiating bilaterally with countriesin the
region has worked to keep markets open and
combat protectionist measures.

Asthe Asia Pacific region stages what will
hopefully be a sustained recovery from the crisis,
thereisaneed for vigilancein U.S. trade policy
toward the region. First, though there has not
been a marked protectionist trend in the region, it
is clear that many governments are under pressure
from groups adversely affected by the crisisto
impose trade barriers to cushion adjustment
problems. The United States, in addition to
opposing any such measures because of the
potential adverse affect on its commercial
interests, strongly believes that any such
retrenchment would be self-defeating. The fact
that the region has not moved in a protectionist
direction indicates that this view is broadly shared
by others.

Second, it will be necessary to ensure that
countries are implementing economic reformsin
accordance with IMF stabilization packages.
Reforms undertaken under these packages have
had a direct bearing on the restored stability of

BILATERAL NEGOTIATIONS 187



these economies. But moreover, many of the
reforms are directly related to structural
impediments — e.g., anti-competitive market or
financial practices, lack of transparency in policy
making — which have adirect bearing on the
ability of U.S. firms and persons to sell and do
business in these economies. The reforms are thus
an important complement to the more direct
market opening measures that occur in the context
of bilateral negotiations, the WTO, APEC, and
other trade fora.

The United States has a full agenda of specific
bilateral impediments that it istackling in the Asia
Pacific region, as described below. It also
continues to work regionally, primarily through
APEC, to foster concrete movement toward more
open markets, as described elsewherein this
report. Finaly, it iscommitted to using the WTO
process — both in enforcing existing commitments
and in its future work program — to drive further
open markets and expand trade in aregion that
accounts for over half of total U.S. exports.

1. Australia and New Zealand

Australia s market has begun to open for certain
agricultural products that have been closed to U.S.
exporters for, in some cases, 30 years. We have
successfully persuaded Australiato open its
market to avariety of fruits. We are currently in
dispute with Australia over its ban on imports of
Pacific salmon. The WTO validated the U.S.
complaint in a case brought by Canada and, asthe
WTO dispute settlement process comes to a close,
U.S. exporters will be able to access a market that
has been closed for more than 20 years. The
WTO SPS Agreement provided the lever to push
for Australiato allow entry of U.S. agricultural
products.

The United States continues to press Australia to
comply with WTO rulings against Australia’s use
of export subsidies for automotive leather. The
WTO found that Australia s subsidies violated its
obligations under the WTO Agreement on
Subsidies and Countervailing Measures and that

Australia had failed to comply with the Dispute
Settlement Body’ s findings.

The United States and New Zealand have enjoyed
aclose working relationship in the international
trade and investment arena, particularly in APEC
and the WTO. We expect that this relationship
will continue under New Zealand’ s new
government. The United States and New Zealand
have a Trade and Investment Framework
Agreement which we utilized to seek greater,
more transparent access to New Zealand's
pharmaceuticals market.

Intellectual property rights protection is another
area of great potential, particularly for the model
New Zealand setsfor others. Inthisregard, the
just-elected New Zealand government has stated
that it will return New Zealand to its previous
policy of protecting copyrightable material from
paralel imports for two years. We will continue
to argue for a permanent return.

2. The Association of Southeast
Asian Nations (ASEAN)

The trade and investment relationship between the
United States and the members of the Association
of Southeast Asian Nationsis strong, mature, and
mutually beneficial despite the continuing effects
of the Asian financial crisis on Asian economies.
In 1999, estimated two-way trade increased by 4.3
percent from $113 billion to $118 hillion.
Specificaly, U.S. exportsto ASEAN in 1999
increased by an estimated 1.4 percent from $39.3
billion to $39.9 billion. This modest, but positive,
growth reflects the recoveries underway from the
Asian financia crisisfor anumber of ASEAN
economies. The now ten-member ASEAN group
— comprising Brunei, Burma, Cambodia,
Indonesia, Laos, Maaysia, Philippines, Singapore,
Thailand, and Vietnam — collectively continuesto
be the United States' fifth largest trading partner.
As such, the United States has an important stake
in ASEAN’ s economic recovery and is committed
to working closely with ASEAN as an institution,
and with ASEAN member countries individually,
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to pursue and promote our mutual trade and
investment interests.

The ASEAN countries have witnessed a number
of important devel opments during the last few
years. The economic turmoil which began in
1997 has caused significant economic dislocation,
but was also the impetus for economic reform and
restructuring that has promoted recovery and will
benefit these countriesin the future. The crisis
has also fomented dial ogue between the United
States and ASEAN countries, as well as more
regular discussion between ASEAN and its Asia
neighbors such as China, Japan and Korea. In
1999, after a prolonged, stop-and-go process that
centered on progress toward democratic reform,
ASEAN admitted Cambodia as its tenth member,
fulfilling the group’ s long-standing objectiveto
create a ten-member regional institution by which
to enhance political, economic, and social
cooperation.

While ASEAN’ s gradual expansion over time has
added to the Association’ s diversity, it has also
posed new challenges which manifest themselves
as more complicated decision-making and the lack
of ASEAN solidarity in other fora, such as APEC
and the WTO (in which some ASEAN members
do not participate). Tensions have al so surfaced
in terms of individual member’ s difficulties and
selective implementation of trade-related
initiatives undertaken within ASEAN. In order to
ensure that these intrac ASEAN undertakings do
not adversely affect U.S. interests, it isimportant
that such undertakings be consistent with WTO
rules, be taken in the spirit of APEC sgoals and
principles, and be faithfully implemented if,
ASEAN hopes to attain its own devel opmental
goals and to promote a business- and investor-
friendly environment.

In 1993, the then seven members of ASEAN
created the ASEAN Free Trade Area (AFTA) asa
means to promote regional economic
competitiveness and prosperity. The objective of
AFTA isto promote trade anong ASEAN
member countries by gradually reducing customs

duties on intrae ASEAN trade of qualifying
products by 2005, with special allowance for
sensitive sectors. By agreement, AFTA members
agreed to accelerate the reduction of tariff cuts
under AFTA from 2005 to 2003. Laos and Burma
were admitted to ASEAN as full membersin July
1997, although these countries have until 2008 to
phase in obligations under the AFTA.

ASEAN continues efforts to implement and
expand the AFTA by including unprocessed
agricultural commodities in the tariff phase-out
scheme, and placing greater emphasis on the
elimination of non-tariff measures such as
customs surcharges and technical barriersto trade.
During the December 1998 ASEAN Summit in
Hanoi, leaders agreed to accel erate reduction of
AFTA Common Effective Preferential Tariff
(CEPT) ratesto ensure that a minimum 90 percent
of tariff lines are subject to 0-5 percent rates by
2000 (3 years ahead of schedule). They also
agreed to expand the scope of products for which
CEPT rates will be eliminated by 2003 (which
accounts for roughly 83 percent of AFTA tariff
lines). In recognition of their late accession to the
AFTA, Vietnam, Laos, and Burmawill follow a
modified schedule. However, specific details
regarding how each ASEAN member will
implement these objectivesis yet to be worked
out.

ASEAN also intends to expand negotiations under
the Framework Agreement on Services beyond the
current priority areas with aview to eventually
including all sectors and all modes of supply. The
Hanoi Summit also produced the “ASEAN Vision
2020" declaration in which members resolved,
among other things, to continue with full
implementation of AFTA, to implement fully the
ASEAN Investment Area (AlA) by 2010, and to
achieve the free flow of investment by 2020. The
eventual creation of ASEAN patent and trademark
offices are longer-term goals; however, efforts
toward coordinating documentation and
application filing procedures continue.
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a. Indonesia
General

Due to the economic crisis and political upheaval
in Indonesia for the past year, bilateral trade
issues have not commanded the undivided
attention of the Indonesian Government. Some
observers believe that Indonesia’ s economy may
be at its bottom, having completed 1998 with a
GDP contraction of 13 percent and inflation of 58
percent, with concomitant unemployment and
food price/distribution problems. While the
Indonesian authorities have made some progress
in implementing economic and political reforms
needed to restore confidence, the economy
appears to continue to lack the confidence and
political certainty necessary for recovery.
Indonesia’ s program with the IMF, initiated in
October 1997, has been modified several times
since then as the economic situation deteriorated.
In 1998, 1999, and January 2000, the program was
adjusted to allow for greater fiscal expendituresto
help blunt the impact of the crisis on Indonesia’'s
poorest and ensure their access to needed food,
fuel, and medicine. There are continuing and
serious problems in Indonesia s financial and
corporate sectors.

i. Intellectual Property Rights

Despite some progress, Indonesiais on the USTR
special 301 Priority Watch List for 1999 dueto
continuing problems raised by U.S. industry.
These include software, book, video, VCD, drug,
and apparel trademark piracy; audiovisual market
access barriers; inconsistent enforcement and an
ineffective legal system; and amendments to the
copyright, patent and trademark laws that are not
completely TRIPS consistent.

These issues had been raised with Indonesiain the
past year, athough the focus in Indonesia during
that period has been primarily attaining economic
and political stability. Because of this turmoail,
USTR was able to present only in June 1998 an
IPR work plan (market access, enhanced

enforcement, TRIPS consistency of laws, specia
juridical arrangements, legal use of software, and
increased protection of well-known marks
including several company-specific cases) with
the proposal that if these changes are
implemented, USTR would review the situation to
seeif achangein list statusis warranted.

The Indonesian Government has yet to take
sufficient action on the proposed work plan that
would justify changing its status from “Priority
Watch List” to “Watch List.” Indonesia has
acknowledged the need for improved enforcement
and a broad education program, in addition to the
need to bring its statutes into TRIPS conformity.
During the coming year, USTR intends to make
IPR atop priority in our bilateral trade
relationship with the Wahid government.

ii. Worker Rights

Asaresult of Indonesia’ s insufficient progressin
promoting worker rights, the U.S. Government
denied in 1998 GSP benefits for seven Indonesian
products valued at $12.7 million and in 1997 for
six items also with asmall trade value. Indonesia
passed a new labor law in September 1997
containing a number of positive elements, and in
November 1997 USTR initiated a dialogue with
Indonesia by means of an action plan to secure
further progress. The action plan has benchmarks
on worker rights focusing on freedom of
association and the rights to organize and bargain
collectively. Sinceits proposal, the U.S.
Government received some useful responses from
Indonesia but not enough worker rights progress
to warrant granting the de minimis waivers during
the May 1998 GSP review. Since then and during
1999, Indonesia appears to be following a
constructive course in terms of adherence to core
labor standards. The United States continues to
monitor devel opments closely.

iii. IMF Trade-Related Conditionality

Indonesia’sinitial October 31, 1997
Memorandum of Economic and Financial Policy
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(MEFP) with the IMF has been revised severa
times in response to deteriorating macroeconomic
conditions. The latter versions of the program,
including the most recent letter of intent executed
in January 2000, expanded the focus of earlier
programs to cover the entire range of economic
challenges facing Indonesia. These include fiscal
policy, monetary policy, structural reform and
deregulation, corporate debt and bankruptcy
proceedings, banking sector reform and
restructuring, restoration of trade financing to
promote exports, food security, the distribution
system and social safety net policies. In
accordance with the IMF program, the Indonesian
authorities are taking initial steps to restructure
the banking system and to facilitate the
restructuring of corporate debt burdens.

The IMF memoranda contain a considerable
amount of trade-related conditionality that if fully
implemented by Indonesiawill contribute to
significant liberalization of the real economy and
reduction of distortionsin the Indonesian goods
and services markets. Despite the sharp economic
downturn in Indonesia, the Indonesian
Government has undertaken structural reformsto
dismantle the national car and aircraft programs,
reduce tariffs on agricultural commodities and
industrial goods, eliminate export taxes, and
disband marketing monopolies. Indonesia appears
to be implementing its border liberalization and
internal market reforms captured in the IMF
memoranda from October 1998 to date, although
careful monitoring is warranted given the
ambitious scope of liberalization involved and the
relatively low level of commercial activity this
year.

iv. Automobiles

By virtue of the successful challenge by the
United States (in addition to the EU and Japan) of
the WTO consistency of Indonesia s auto policies,
Indonesia had to bring its auto policiesinto
compliance with the panel ruling. The final report
of the WTO dispute settlement panel examining
Indonesia’ s auto programs constitutes a

significant victory for the United Statesin its
effort to dismantle Indonesian barriersto tradein
automotive products. It also serves as an
important precedent in combating similar barriers
in other markets. Since then, Indonesia has
promulgated a new automabile policy that appears
to comply with its WTO obligations. However,
the United States is concerned by recent high-
level statements by Indonesia officials that the
government is considering reviving a national
automotive industrial policy in some form. Such
an action would be an inefficient commitment of
resources at atime when materials, capital, and
labor should be focused on promoting Indonesian
recovery and promotion of sustainable enterprises.
The Unites States will continue to monitor
developmentsin this area closely.

b. Malaysia
Economic Climate

In reaction to the economic crisis, the Malaysian
Government in September 1998 imposed an array
of capital controlsto insulate the Malaysian
economy, including: restrictions on the
convertibility of Malaysian currency (Ringgit)
outside the Malaysian economy, a one-year freeze
on the movement of portfolio investment out of
Malaysia, limits on the amount of Ringgit which
residents and foreigners may bring into or take out
of Malaysia, central bank approval for various
internal and foreign transfers, and the requirement
that exports must be financed in foreign currency.
These measures may have led to a reduction of
foreign direct investment in Malaysia. A decline
in foreign investment is likely to have secondary
effectsin contributing to the decrease of
Malaysia's export and import levels beyond the
suppression of import demand resulting from the
crisis and devaluation of the Ringgit.

i I nvestment and Services
Malaysia maintains investment limits which

predate the crisis and which affect the local
business and investment climate. In general,
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Malaysian law requires that business entities
include a domestic partner with a minimum 30
percent stake. Banking and other financial
services providers face foreign-held equity
restrictions, as do suppliersin the wholesale/retail,
distribution and multi-level marketing,
construction and legal services sectors. U.S.
officials have and will continue to raise concerns
over investment restrictions in the distribution
services sector as a priority and will continue to
monitor devel opments.

ii. Tariffs

In 1997 and 1998, Malaysiaraised tariffson
certain goods from O percent in 1996 to current
levels of between 5 and 20 percent ad valorem .
The products affected include some types of
heavy machinery and construction equipment,
automobiles, motorcycles, and home appliances.
Malaysiain 1998 also implemented a new import
approval scheme for construction equipment
which could further restrict market opportunities
for U.S. exports. Malaysia srationale for the
measures affecting construction equipment isto
encourage reconditioning and repair of existing
equipment; however, it is unclear that this policy
has promoted this objective. Malaysiaisreducing
tariffs for information technology products
covered by the Information Technology
Agreement (ITA), under which most of its tariffs
will be bound at zero by the year 2000.

ii. L ocal Content-Related | nvestment
Incentives

Malaysia has taken a number of stepswhich
confer tariff or tax benefits, based on the amount
of locally produced parts or inputs utilized, in
order to promote the development of domestic
automobile manufacturers under its “ national
automobile” program. Asrequired by the WTO
Agreement on Trade-Related Investment
Measures, Malaysia's various incentives for local
production were to be eliminated by January 1,
2000. However, in late-December 1999, Maaysia

notified WTO members of its desire to obtain a
two-year extension of its auto-related measures.

iv. Intellectual Property Rights

The Malaysian Government has worked closely
with the United States and U.S. industry to
suppress end-user piracy of copyrighted works,
principally business application software.
Nevertheless, Malaysia still has not made
effective efforts to regulate optical disk (OD)
production facilities or to address the dramatically
increasing problem of pirated CDs, VCDs and
CD-ROMs. Domestic production of optical disks
far exceeds domestic demand, and has contributed
to substantial domestic and export markets for
pirated goods. While we are encouraged that
Malaysiain 1999 drafted legislation to implement
a comprehensive regulatory scheme, including
licensing of OD facilities, the bill has not been
submitted to the legidature; although we have
been assured that this will happen soon. The
United States continues to reiterate its serious
concern over these devel opments and urges
Malaysia to make enactment of an effective OD
regulatory bill and enforcement itstop priorities.

C. Philippines
i Market Access | ssues

Despite the Estrada Administration’ s articul ated
objective to resist domestic protectionism, and to
maintain open-market policiesto promote
competitiveness and stability, the Philippine
Government continues to consider proposals
which would restrict import competition by means
of increased taxes, surcharges and tariff increases.
The Philippinesin 1999 raised applied tariffson a
range of goods of importance to the United States.
U.S. companies and exporters have also observed
an increase in the frequency of problems
involving customs valuation and preshipment
verification of invoice value for arange of
agricultural and manufactured goods. The United
States will continue to address these and similar
instances of “creeping protectionism.” Asa
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signatory to the Information Technology
Agreement (ITA), the Philippinesisimplementing
tariff reductions for covered products, most of
which will be bound at zero by the year 2000.

ii. Intellectual Property Rights

In June 1997, the Philippines enacted a
comprehensive law on intellectual property rights.
The law entered into force on January 1, 1998,
although formal implementing regulations for
most provisions of the law were not promulgated
until later. On balance, the law represents a
significant step toward implementation of the
Philippines’ commitments under the WTO TRIPS
Agreement. However, several provisions of the
law are of concern to the United States and could
pose serious policy implications and investment
disincentives if not adequately addressed.
Specific concerns include provisions governing
the circumstances under which decompilation of
software programs is permissible, ex parte search
and seizure, and restrictions on technology
licensing arrangements. The United States also
continues to monitor carefully Philippine
enforcement efforts and judicial efficiency.

ii. Customs

Many U.S. companies have identified customs
valuation and price verification practices as the
single largest impediment to transacting business
in the Philippines. In April 1996, the Philippines
enacted | egidlation abolishing the use of the
Philippines’ previous customs valuation practice
based on “home consumption value” (HCV).
Similar concerns are expressed regarding
implementation of the new valuation scheme
(based on the “ Brussels Definition of Value™)
which lacks transparency and may be inconsistent
with the WTO Agreement on Customs Valuation.
U.S. companies also report continuing problems
with price verification procedures as part of the
preshi pment inspection (PSI) process, including
routine overvauation or “up-lift” of invoice prices
without substantiation, failure to provide required
customs documentation, questionable grievance

and appeal s procedures, and solicitation of
“facilitation” fees not related to the services
rendered. The United States continuesto urge
Philippine authorities to facilitate rapid
implementation of the WTO Agreement on
Customs Valuation and adherence to WTO PSI
reguirements.

d. Singapore

Singapore imposes tariffs on only four categories
of goods, allowing nearly 96 percent of itsimports
to enter duty-free. Singapore’ stariffs on products
covered by the Information Technology
Agreement will be bound at zero by the year 2000.

One aspect of Singapore’s trade regime that
remains a concern for the United Statesis the
protection of intellectual property rights.
Although Singapore during the past year has
acceded to the Berne Convention, revised several
IPR lawsin order to become TRIPS-complaint in
advance of the January 1, 2000 deadline, and has
stepped up enforcement and consumer awareness
efforts, Singapore’ s piracy rate continues to grow.
Government efforts to promote a “ code of
conduct” for local manufacturers of optical disks
in order to clean up the domestic industry has
helped to focus attention on the growing problem
of piracy of CDs, VCDs, and CD-ROMs. We
continue to work with U.S. industry to develop
effective approaches to curtailing retail piracy in
Singapore.

e Thailand
i Intellectual Property Rights

In recent years, Thailand’s commitment to
effective IPR protection has been uneven, as
evidenced by growing piracy rates, inconsistent
coordination between enforcement authorities and
failure to enact TRIPS-consistent trademark law.
Thailand opened specialized IPR and international
trade courts in late 1997 which has resulted in
moderate improvementsin IPR protection, but has
not resulted in the imposition of penalties
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sufficient to deter IPR infringement. In June
1998, the United States and Thailand concluded
an Action Plan, which among other things, is
intended to enhance routine coordination among
relevant Thai Government agenciesin order to
improve retail-level IPR enforcement and to
prioritize the enactment of key legidation. The
Action Plan also sets the foundation for
implementation of measures to address the
growing problem of optical disk (OD) piracy. The
United States will continue to press the Thai
government to make meaningful progresson IPR
protection and enforcement, and will continue to
consult with U.S. industry to develop specific
proposals to enhance copyright and trademark
protection in Thailand.

i. Market Access | ssues

Thailand’ s applied tariffs are generally higher
than many of its neighbors. Asasignatory to the
Information Technology Agreement (ITA),
Thailand isimplementing tariff reductions for
covered products, most of which will be bound at
zero by the year 2000.

iii. Worker Rights

Since 1992, the Thai worker rights situation has
been the subject of an ongoing investigation under
the Generalized System of Preferences. Of
specific concern to the United Statesis the failure
of successive Thai Governments to enact
legislation which confers internationally-
recognized labor rightsto state enterprise workers.
Inlate 1998 the Thai Parliament enacted the State
Enterprise Labor Relations Act (SELRA);
however, a court deemed technical aspects of the
law to be inconsistent with provisions of

Thailand’ s constitution which was revised that
sameyear. The Thai Government subsequently
introduced a modified bill, intended to satisfy
constitutional requirements; unfortunately
enactment of an ILO-consistent bill was
significantly impaired in 1999 as a result of
discord between the Thai House and Senate which
triggered a“ cooling off” period pursuant to

parliamentary procedure. That time period
elapsed at the end of January 2000, and SELRA
was enacted on an expedited basisin February of
thisyear. Whilethisis awelcome development,
the United States is awaiting confirmation of the
ILO-consistency of the law and additional actions
by the Thai Government necessary to implement
these core worker rights.

f. Normalization of Trade Relations
with Vietham and Laos

Vietnam

In 1995, President Clinton normalized diplomatic
relations with Vietnam, and directed that the
process of economic normalization, in accordance
with U.S. laws, be undertaken. A key element of
economic normalization is the establishment of
“normal trade relations’ (NTR) status between the
two countries. Under U.S. law, in order for
Vietnam to receive such “NTR” treatment from
the United States (i.e., to have its exportsto the
United States be subject to the same tariffs that
are afforded to nearly every other country) two
legal conditions must be met. First, the President
must grant awaiver of the “ Jackson-Vanik”
provision of the trade laws, indicating that the
country is making progressin allowing free
emigration. Second, the United States must
conclude a bilateral commercial agreement with
that country, which must be approved by the U.S.
Congress.

In 1999, progress was made on both of these
fronts. First, President Clinton renewed the
Jackson-Vanik waiver for Vietnam that he first
granted in 1998 (the waiver must be renewed
annually). InJuly 1999, USTR concluded a
comprehensive trade agreement in principle with
Vietnam, which would begin to open its markets
for agricultural and industrial goods, key services
such as banking, insurance, telecommunications,
and distribution, and protection of intellectual
property. The agreement now awaits finalization
by the two sides (Vietnam has taken a number of
months to conduct its final internal review and
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political ratification of the pact) and needsto be
approved by the U.S. Congress, in connection the
annual NTR process.

Laos

In 1997, the United States completed a
comprehensive bilateral trade agreement with
Laos aimed at normalizing trade relations. Laos,
unlike Vietnam, is not covered by the “ Jackson-
Vanik” provisions of U.S. trade law. Instead, it
requires legislation enabling the President to grant
normal trade relations status to Laos upon formal
signature of the agreement. The Administration
supports the enactment of such legisation by
Congress.

3. Republic of Korea
a M acr oeconomics and Trade

At the end of 1997, the IMF negotiated a
macroeconomic stabilization package with the
Korean Government when the value of the won
depreciated dramatically due to alarge outflow of
foreign investment. The stabilization package for
Koreaincluded credit from the IMF, the World
Bank, and the Asian Development Bank.

The stabilization plan focused on: (1)
restructuring the financial and corporate sectors to
make them more market-driven, efficient,
transparent, and open to foreign investment; and
(2) eliminating trade- and competition-distorting
policies. Korea'strade-related reforms included:
(2) early elimination of WTO-prohibited export
and domestic content subsidies and the import
diversification program (which prohibited many
Japanese imports); and (2) areduction in the
number of products subject to tariff adjustments,
or snapbacks. Koreaalso agreed to liberalize its
import licensing and certification procedures and
to bind its OECD financia services market access
commitmentsin the WTO.

The Korean Government made progress on
implementing some of its reform commitmentsin

1998 and 1999, particularly in the financial sector
by rationalizing and recapitalizing its banks, and
by consolidating regulatory authority over the
financial sector in a new, independent Financial
Supervisory Commission (FSC). However, the
Korean Government still maintains a majority
ownership in several of the largest commercial
banks in Korea and a significant stake in a number
of others. Korean authorities are now in the
process of restructuring the Investment Trust
Companies (ITCs).

With respect to changes in corporate practices,
Koreaisin the process of implementing
international standards on accounting practices
and has provided for the appointment of outside
directors on corporate boards. The rights of small
shareholders have been strengthened, while
restrictions on foreign participation have been
eased. Cross guarantees of major conglomerates
are being reduced, and bankruptcy laws have been
amended.

That said, the Korean Government’ s record on
implementation of some of its trade-related
stabilization commitments has “fallen short of the
mark.” For example, the U.S. Government has
expressed concern about the Korean

Government’ s decision to maintain tariffs at the
highest “snapback” level, while eliminating the
“snapback,” or tariff adjustment mechanism. The
U.S. Government will continue to work with
Koreato ensure full follow-through on its trade-
related stabilization commitments.

In addition, many of the systemic reforms that
President Kim Dae Jung laid out for Korea have
yet to beimplemented. Corporate restructuring
efforts undertaken thus far have yielded little
change in the structure of Korean industrial
sectors, including motor vehicles, steel, and
shipbuilding. The U.S. Government has noted in
representations to the Korean Government that for
restructuring to be considered meaningful: (1) it
must yield efficient, market-driven companies;
and (2) the process through which it is carried out
must be open, transparent, and treat foreign
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creditors equitably, and comport with Korea's
international obligations.

The fiscal, monetary, and restructuring policies
laid out by the Kim Dae Jung administration have
contributed to a resumption of foreign and
domestic/consumer confidence in Korea's
economy. 1n 1999, Koreagrew at arate of nineto
ten percent, after experiencing negative growth in
1998. The United States ran a bilateral trade
deficit with Korea of $8.3 billion in 1999.

b. OECD

In late 1996, the Korean National Assembly
ratified Korea' s accession to the OECD. Given
Korea s membership in the OECD, the United
States expects Korea to implement itsWTO
commitments and to negotiate in the new round of
multilateral trade negotiations as a devel oped
country, including in the area of agriculture.

In May 1997, on the fringes of an OECD
Ministerial, Koreaissued a statement indicating
that the government did not support anti-import
activity, which had been encountered in the
Korean market in the context of the frugality, or
anti-consumption, campaign launched by
President Kim Young Sam. The Korean
Government also issued guidelines to trade
officials to ensure that they did not discriminate
against imports. While the Korean Government
has taken some important steps to address anti-
import activity, serious problemsin this area
persist. The United States continues its work with
the Korean Government to ensure that it
expeditiously and effectively addresses instances
of anti-import activity and reaches out proactively
to educate Korean citizens on the benefits of free
trade and competition.

In November 1999, the Trade Committee of the
OECD reviewed Korea sregulatory regime. In
thisreview, the U.S. Government stressed the
need for enhanced transparency and reform of
Korea sregulatory system and emphasized that
Korean regulations should fully reflect the trade

commitments and policies that Korea has
undertaken asaWTO and OECD member. In
addition, the United States underscored the need
for Korean regulations and other rules, and the
officials who administer them, to reflect the free
and open trade and investment policy that Korean
President Kim Dae Jung has embraced. Among
the specific areas of concern flagged by the
United States in this review were Korean policies
on motor vehicles, pharmaceuticals,
telecommunications, chaebol reform, import
clearance procedures, foreign equity restrictions,
and customs classification and border treatment.

Also in November 1999, the OECD Committee on
Capital Movements and Invisible Transactions
and the OECD Committee on International
Investment and Multinational Enterprises
reviewed Kored s financial and investment
policies. In thisreview, the United States focused
on Korean takeover policies, financial services
commitments, and rules on bank ownership and
investment in the meat, rice, barley and insurance
sectors.

C. Motor Vehicles

In the October 1, 1997 Super 301 report to the
Congress, the USTR identified Korean barriers to
motor vehicles as a priority foreign country
practice. On October 20, 1997, the USTR
initiated a Section 301 investigation with respect
to certain acts, policies, and practices of the
Government of the Republic of Koreathat pose
barriers to imports of U.S. autos into the Korean
market.

After intense bilateral negotiations, on October

20, 1998, the United States and K orea concluded a
Memorandum of Understanding (MOU) to
improve market access for foreign motor vehicles.
Under thisMOU, Korea agreed to: (1) bind in the
WTO its 80 percent applied tariff rate at 8

percent; (2) lower some of its motor-vehicle-
related taxes and to eliminate others, thereby
substantially reducing the tax burden on motor
vehicle owners; (3) streamline its standards and
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certification procedures and adopt a manufacturer
driven self-certification system by 2002; (4)
establish a new mortgage mechanism to make it
eas er to purchase motor vehiclesin Korea; and
(5) continue to actively and expeditiously address
instances of anti-import activity and to proactively
educate Korean citizens on the benefits of free
trade and competition. Asaresult of the measures
the Korean Government committed to in the 1998
MOU, on October 20, 1998, the USTR decided to
terminate the Section 301 investigation and to
monitor the Korean Government’s
implementation of these measures.

Thefirst formal review of Korea's
implementation of the 1998 MOU took placein
April 1999, six months after the conclusion of the
1998 MOU. In December 1999, the U.S. and
Korean Governments met again for detailed
consultations on the steps Korea has taken and
will take to implement this agreement. While
implementation of many specific provisionsison
track, the U.S. Government is focused on, and
concerned about: (1) the lack of substantial
increases in market access for foreign motor
vehiclesin Korea; (2) the lack of meaningful
restructuring in the Korean motor vehicle sector;
(3) ongoing instances of anti-import activity; (4)
the lack of along-term plan to continue to reduce
the tax burden on motor vehicle ownersin Korea;
and (5) standards and certification issues, such as
the potential application of new standards to
minivans when they are reclassified as passenger
vehicles, the Korean Government’ s plans on noise
and fuel efficiency standards, and others. In
addition to following up on these areas, the U.S.
Government also will track the operation of the
new mortgage system, and work with the Korean
Government asit developsits self-, or
manufacturer-driven, certification system, which
isto be implemented by 2002, per the MOU.

Through formal consultations, including in 2000,
the U.S. Government will continue to actively

monitor the implementation of the 1998 MOU to
ensure Korea' s full and faithful implementation.

d. Steel

U.S. steel imports surged in 1998, as chronic
overcapacity in the global steel sector was
compounded by the Asian financial crisis and the
resulting drop in demand in Asia. Korea
accounted for nearly 20 percent of the overall
growth in U.S. imports of steel in 1998. While
imports of steel were down in 1999, the U.S.
market has not fully recovered from the import
surge. 1n 1999, the U.S. industry responded to the
import surge by filing two Section 201 safeguards
cases against imports of steel wire rod and welded
line pipe, aswell as a series of unfair trade cases.
Koreaisthe largest source of welded line pipe
importsto the United States. The President
recently granted relief to the U.S. industry in both
cases.

In June and November 1998, President Clinton
stressed to Korean President Kim Dae Jung the
need for the Korean Government to address U.S.
concerns about steel. The result was high-level
exchanges of letters on steel issues (August of
1998 and April of 1999) in which the Korean
Government provided assurancesthat: (1) it will
not direct or support Hanbo, a bankrupt Korean
steel company; (2) the impending sale of Hanbo
will be managed by an independent international
agent and will be market-driven; (3) it will not
provide any market-distorting subsidiesto the
steel sector; and (4) POSCO, the largest Korean
steel company, had abolished its dual-pricing
system and adopted transparent pricing policies
that would not favor any end-user based on itsrole
in the Korean economy or on its export
orientation. Korea also committed to selling the
remaining Korea Development Bank (KDB)
sharesin POSCO by the end of 1999, but, this sale
was not completed within that time frame. In
concert with efforts to reach agreement on these
|etters, the U.S. Government launched a
comprehensive, intensive series of consultations
to address U.S. steel concerns with the aim of
ensuring that real and substantive progressis
made toward getting the Korean Government out
of the steel business permanently.
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On August 5, 1999, the White House announced
its Steel Action Program stating that the U.S.
Government would undertake bilateral initiatives
with steel exporting nations, including Korea, to
address a broad range of unfair practices that
support economically unjustifiable capacity. The
high-level bilateral dialogue with Koreawas
reinvigorated. Several working level meetings
have been held in Seoul, Washington, and Paris.
The objectives of the dialogue continue to be the
following:

> ensuring that the Korean Government
addresses anticompetitive activity in the
Korean steel sector and ensures open
competition inside Koreaand in
international trade;

> expeditious, complete, and market-based
privatization of Korea's largest steel
producer, POSCO;

> implementation of the Hanbo sale and
operation of the company on arms-length
terms as outlined in our August exchange
of letters, that is, without Korean
Government direction or support; and

> fair trade in steel products.

The U.S. Government has made clear that it will
strongly enforce U.S. laws against unfair trade
practicesin steel through expedited investigations
and other appropriate actions, and through the
implementation of an early warning system to
monitor import trends.

e Phar maceuticals

U.S. concerns on pharmaceuticals trade relate to
three baskets of issues: (1) listing and pricing on
Korea s national health insurance reimbursement
schedule, and associated hospital margins and
administrative procedures on dispensing; (2)
protection of intellectual property rights,
particularly protection of clinical data and patents;
and (3) regulatory requirements, particularly on

acceptance of foreign and clinical test data and
approval of new drugs. USTR, inits 1999 Super
301 trade report, listed these pharmaceuticals
trade issues as the bilateral trade expansion
priority on the U.S.-K orea agenda.

Throughout 1999, the U.S. and Korean
Governments have had a number of letter
exchanges and consultations regarding U.S.
Government and industry concerns about the
treatment of, and market access for, foreign
research-based pharmaceuticalsin Korea. Asa
result, the Korean Government has taken some
steps to address U.S. concerns. Korea's specific
steps included the following: (1) listing imported
pharmaceuticals on Korea's national health
insurance reimbursement schedule; (2)
implementing an Actual Transaction Price (ATP)
system whereby both imported and domestically-
manufactured pharmaceuticals are reimbursed
without hospital margins (such margins had
previously benefitted only Korean-produced
drugs); (3) committing to adhere to international
guidelines on the acceptance of foreign clinical
test data and making the approval process for new
drugs more science-based; (4) eliminating the
regquirement for the submission of a Certificate of
Free Sale before Phase 111 clinical trials can
commence in Korea; and (5) committing to
shorten the overall drug approval processin
Korea. That said, to comprehensively and
definitively address U.S. concerns, the Korean
Government must significantly advance progress
further.

The U.S. Government is closely monitoring the
implementation of recent changes that Korea has
made to its procedures on reimbursement pricing
of pharmaceuticals and on regulatory
regquirements for the acceptance of foreign clinical
test data and the approval of new drugs. In
addition, the United States will continue to press
the Korean Government on all pharmaceuticals
trade issues until U.S. concerns are fully and
satisfactorily addressed.
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f. Intellectual Property Rights

Korea srecord on IPR protection and its Specia
301 status are important indicators of the nature of
Korea s climate for doing business. In April of
1997, the United States downgraded Korea from
the Special 301 “priority watch list” to the “watch
list” after Korea agreed to an action plan on
specific reforms. Koreafollowed through on this
action plan by: (1) improving enforcement of its
laws against copyright infringement; (2) opening a
patent court; and (3) amending its Trademark Law
and Industrial Design Laws. Although Korea has
maintained its “watch list” status, the U.S.
Government and U.S. industry remain concerned
about Kored sfailure to provide: (1) full
protection for pre-existing copyrighted works as
required under the TRIPS Agreement; and (2)
adequate and effective data, patent, and trademark
protection. In addition, the United States has
engaged the Korean Government on concerns that
U.S. industry has raised about recent changes to
Korean laws on protection of copyrighted works,
including computer programs. The U.S.
Government will continue to work with the
Korean Government to ensureits full compliance
with its TRIPS Agreement obligations, including
those on protection of test data against unfair
commercia use and disclosure, and on protection
of copyrights. The United States also has
prioritized the need for Korea to improve
coordination between its health and safety and
IPR officials to ensure that products that infringe
existing patents are not approved for marketing.
Issues related to Korea' s TRIPS consistency must
be resolved before signature of a Bilateral
Investment Treaty (BIT).

g. Telecommunications

In the context of the 1996 Section 1377 review,
the United States and Korea reached an
understanding on outstanding problems on the
implementation of the 1990 and 1992 bilateral
telecommunications trade agreements. The 1996
agreement elaborates on aspects of the existing
agreements and commits Korea to several

reforms, specifically, equal treatment in
procurement of advanced technologies and
effective protection of U.S. intellectual property.
Subsequently, however, on July 26, 1996, USTR
identified Korea as a Priority Foreign Country
(PFC) under Section 1374 of the Omnibus Trade
and Competitiveness Act for failure to address a
range of impediments in the Korean
telecommuni cations market.

In July of 1997, the U.S. and Korean
Governments negotiated a policy statement that
resulted in the revocation of the PFC designation
in August. In this statement, Korea committed to
ensuring that foreign telecommunications
equipment suppliers would be treated fairly in
areas including procurement, certification, type
approval, protection of intellectual property, and
technology transfer.

In 1999, the Korean Government raised the
ceiling on foreign ownership in the
telecommunications sector from 33 to 49 percent,
accelerating by 18 months Korea' s phase-in of its
WTO basic telecommunications commitments.

Also, in 1999, Korea began to plan for licensing
third-generation wireless services. The United
States has consulted with the Korean Government
to ensure that the licensing process does not
discriminate against service suppliers or
equipment makers based on choice of technology.

h. Financial Services

Asacondition in the IMF stabilization package,
Korea agreed to bind its OECD commitments on
financia services market accessinthe WTO. In
January of 1999, Korea provided WTO members
with arevised and somewhat improved schedule
of financial services commitments that entered
into force as of September of 1999. The U.S.
Government will continue to work with Koreato
bring about more liberal treatment of foreign
financial services providers.
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i. Screen Quotas

Korean Law requires that domestic films be
shown in each cinema for a minimum number of
days per year. Current law requires that Korean
films be shown 146 days of the year, with a
potential reduction to 106 days. The screen quota
issueis part of ongoing Bilateral Investment
Treaty (BIT) negotiations.

j Bilateral Investment Treaty

In 1999, the U.S. Government made progressin
negotiations with Korea on a Bilateral Investment
Treaty (BIT) aimed at securing Korean
commitments on a balanced and open investment
regime and providing protections for U.S.
investorsin Korea. While these negotiations
resulted in agreement on the liberalization of
investment restrictions in a number of sectors,
several key issues are outstanding, including
greater accessfor U.S. investorsin
telecommunication services, liberalization of the
screen quota system, and full TRIPS compliance,
specifically, with respect to retroactive copyright
protection for pre-existing works and sound
recordings.

K. Cosmetics

Impediments to entry and distribution of foreign
cosmetic productsin Korea have included the
following: (1) the Korean Government’s
delegation of authority to the domestic industry
association to screen advertising and information
brochures prior to use; (2) provision of proprietary
information on imports to Korean competitors; (3)
redundant testing; (4) burdensome import
authorization and tracking requirements (record-
keeping from import to sale); and (5)
requirements for animal toxicity test data. During
July and August of 1997, U.S. Government
officials made representations to K orean Embassy
officials on these and other barriers that were in
effect at thetime. The U.S. Government cited
Korea s cosmetics-related measures as a bilateral
priority in the 1997 Super 301 report.

On January 1, 1998, the Korea Food and Drug
Administration (KFDA) abolished the annual
testing requirement for imported cosmetics, and
authorized importers to perform the required self-
testing, provided that they maintain records for
each batch/shipment. In January of 2000, the
KFDA eiminated requirements for pre-approval
and local testing at the first importation. Foreign
cosmetic manufacturers that have passed a facility
inspection by the KFDA aso are exempt from
testing requirements for each batch/test. The U.S.
Government will continue to press Koreain a
variety of forauntil U.S. concerns on its barriers
to entry and distribution of cosmetics are fully and
satisfactorily addressed.

l. Airport Procurement

During negotiations on Korea s accession to the
WTO Agreement on Government Procurement
(GPA), the U.S. Government received assurances
that airport procurement would be conducted by
GPA-covered entities. Since 1997, U.S.
companies have alleged that the Korean Airport
Construction Authority (KOACA), and its
successor organizations, which are responsible for
conducting procurement for Inchon Airport,
discriminate against foreign firms interested in
bidding for projects. The procurement practices
of KOACA and its successor organizations, such
as short deadlines and domestic partnering
requirements, are in violation of WTO GPA
regquirements and restrict the ability of U.S. firms
to participate in bidding.

In 1997 and 1998, U.S. negotiators raised this
issuein the WTO Government Procurement
Committee and in consultations, including at the
highest levels. Korea' s response has been to
claim that KOACA and its successor
organizations are not covered by the GPA. As
Korea's position on thisissue remained
unchanged, on February 16, 1999, the U.S.
Government requested consultations under WTO
dispute settlement procedures and consultations
were held on March 17, 1999. On May 11, 1999,
the United States requested the establishment of a
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WTO dispute settlement panel, which was formed
on September 8, 1999. The meetings of the panel
were held in October and November of last year,
and the panel is scheduled to circulate its report in
April of 2000.

m. Distilled Spirits

Despite Korean consumer interest in U.S.
whiskey, U.S. exports of this product to Korea
have historically been very low, accounting for
less than one percent of the total Korean market
for distilled spirits because of the exorbitant taxes
and tariffs they face. Prior to January of 2000,
Korea staxation of alcoholic beverages was based
on atwo-tiered regime. First, under a general
liquor tax law, Koreaimposed an ad valorem tax
of 100 percent on whiskey and brandy, and of 80
percent on vodka, rum, and gin. At the same time,
Korea applied atax of only 35 percent to soju, the
locally produced Korean liquor. The Korean
Government compounded this difference in liquor
tax rates by applying another tax — an education
tax — on alcoholic beverages and by basing the
education tax rate on the liquor tax rate. The
effect of these tax policies was the application of
an education tax of 30 percent on U.S. whiskey
and of only 10 percent on soju. In short, the
effective tax rate on whiskey was 130 percent and
on soju only 38.5 percent.

In 1997, the United States and the EU initiated
dispute settlement proceedings against Korea
because of this discriminatory tax system. In July
of 1998, aWTO dispute settlement panel ruled
that Korea' s taxes on alcoholic beverages were
discriminatory, and in January of 1999, the
Appellate Body upheld this decision. The panel
found, and the Appellate Body agreed, that
Korea stwo liquor taxes violated Article 111:2 of
the General Agreement on Tariffsand Trade
(GATT) because they afforded protection to
domestic production of sojul.

In April of 1999, the United States and the EU
requested that the period of time for Koreato
implement the panel’ s recommendation be

determined by arbitration because Korea wanted
15 months, which the United States and the EU
opposed. The WTO arbitrator found that Korea
should comply within 11.5 months, i.e., by
January 31, 2000.

Korea complied with the panel and Appellate
Body decisions on January 1, 2000, one month
earlier than required, by amending two laws to
harmonize its tax rates on domestically-produced
and imported liquors. Infact, the Korean
Government actually lowered taxes on imported
whisky by 28 percentage points. The U.S.
Government will continue to monitor Korean
policies affecting producers of soju to ensure
Korea s continued compliance with its WTO
obligations.

n. Beef

Pursuant to 21989 GATT panel ruling against
Korea, the Korean Government committed to
phasing out its balance-of-payment restrictions on
beef. Subsequently, in 1990, and in July of 1993,
the United States and Korea concluded an
exchanges of letters and Records of
Understanding (ROUSs) under which Korea agreed
to annual, increasing minimum market access
levels for beef imports through 1995. The 1993
agreement also guaranteed direct commercia
relations between foreign suppliers and Korean
retailers and distributors and provided that a
growing volume of beef be sold through that
channel instead of through a state trading
organization. Specifically, the agreement
provided for the following: (1) anincreasein the
minimum annual quotas; (2) an increase in the
number of Korean meat outlets and retailers that
can undertake commercial transactions with U.S.
exporters without Korean Government
intervention — the Simultaneous Buy/Sell (SBS)
system; (3) dramatically increased annual SBS
sub-quota amounts; and (4) a ceiling on the
mark-up levied on the duty-paid price of imported
beef. Australiaand New Zeaand — the other two
major suppliers of beef to Korea— entered into
identical ROUs on beef issues with Korea.
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In December of 1993, the July agreement —
including provisions for increasing the minimum
market access quota — were extended.

Pursuant to section 306 of the Trade Act, the
USTR is monitoring Korea s implementation of
its commitments on beef imports. The U.S. and
Korean Governments have met quarterly on the
specifics of Korea simplementation record on the
1993 agreements. In 1997, Korea did not meet its
annual commitment to import 167,000 metric tons
of beef. In 1998, Koreafell short of its 187,000
metric ton quota by approximately 53 percent. In
1999, Korea again failed to meet its minimum
market access commitment on beef.

Senior U.S. Government officials have repeatedly
sought Korea s elimination of government
impediments to the entry and distribution of
foreign beef. In September and November of
1998, the U.S. and Korean Governments held two
rounds of talks, and in January 1999, met to try to
reach agreement on a plan to establish a market-
driven beef import system in Korea. Asno
agreement was reached over the course of these
talks, the U.S. Government requested WTO
dispute settlement consultations on February 1,
1999. Consultations were held in March of last
year. Asno settlement was reached at these
consultations, the United States requested
formation of a panel, which the WTO Dispute
Settlement Body (DSB) established in May of
1999. Australia s subsequent request for
formation of apanel on Korea's beef measures
was approved in July. The DSB also agreed in
July that the panel established in May to examine
the U.S. complaint would examine the Australian
complaint as well.

The first meeting of the combined panel was held
in December of 1999 and the second meeting in
mid-February of 2000. Canada and New Zealand
are participating in the panel process asthird
parties.

The United States's complaint is focused on
Korea s (1) requirements that imported beef be

sold only in specialized imported beef stores and
Korean laws and regulations restricting the resale
and distribution of imported beef by SBS super-
groups, retailers, customers, and end-users; (2)
discretionary import licensing regime; (3)
imposition of duties and charges in the form of
markup, which is not provided for in Schedule
LX; and (4) failure to fulfill its reduction
commitment for domestic support.

0. Rice

The Korean Government continues to exercise full
control over the purchase, distribution, and end-
use of imported rice. The state trading enterprises
that administer the WTO-mandated minimum
access program continue to purchase only low-
quality Asianrice, as Korean law forbids the use
of imported rice for purposes other than industrial
or processing uses. Asaresult, high quality U.S.
riceis effectively shut out of the Korean market.
In addition, Korea, once again, has alowed
shipments of the 1999 minimum access purchases
to extend into 2000. Thisunilateral Korean action
has complicated efforts to monitor Korea's
compliance with its WTO obligations. The U.S.
Government also is concerned with Korea s recent
statements that Korean rice policies are “off the
table” in the new round of multilateral agriculture
negotiations provided for as part of the built-in
agenda. The United States will continue to
actively engage Koreato ensureits full
compliance with its current obligations on rice
and to press for further liberalization of Korean
trade policies on this commodity.

p. Oranges

The Cheju Citrus Cooperative, a Korean producer
group, has controlled the allocation of the in-quota
guantity of Korea's orange tariff-rate quota
(TRQ). Inthe past, Cheju hasfilled the quota,
with most of the imports coming from the United
States. In 1999, however, the quota was not filled.
Alsoin 1999, Korea decided to auction a portion
of the quota, despite protests from the United
States, based on concerns that an auction system
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would add costs beyond tariffs to entering the
Korean market.

Korea s phytosanitary barriers also hindered
market access for citrusin 1999. Korea's
National Plant Quarantine Service (NPQS) has
delayed in recognizing the U.S. Department of
Agriculture’ s (USDA) lifting of certain quarantine
restrictions, and has expanded U.S. fruit fly
guarantine zones to include entire counties rather
than the scientifically-based areas established by
USDA. The Korean Government’s policiesto
expand and extend USDA quarantine zones are
some of the most restrictive and onerous in the
world. U.S. Government officials have engaged
Korean Government officials on this quarantine
zone issue through multiple written and verbal
representations. The United States will continue
to press Korea on this trade policy issue until it is
resolved.

g. Potato Preparations

The Korea Customs Service's (KCS's) repeated
misclassification and change in border treatment
of potato preparations to the trade-restrictive
Harmonized System (HS) heading 1105 (pure
potato), with an in-quota quantity of 60 metric
tons and an over-quota tariff rate in excess of 300
percent, has essentially stopped U.S. exports of
these products to the Korean market. Potato
preparations should enter Korea in the unrestricted
HS heading 2005 with a current applied tariff rate
of 20 percent and a bound rate of 31.5 percent.
Instead, Korea has been classifying these products
in the more restrictive, HS 1105, which is subject
to atariff-rate quota (TRQ).

In 1993, the KCS suddenly reclassified aU.S.
potato preparation as pure potato, thereby
subjecting it to more restrictive border treatment.
The U.S. Government objected to this action, and
asked international customs authorities — then, the
Customs Cooperation Council (CCC), the
predecessor to the World Customs Organization
(WCO) —to provide an opinion on the proper
classification of the product in question. The

CCC found that the U.S. product was properly
classified as a potato preparation, and therefore
subject to a straight tariff, rather than to more
restrictive treatment. Subsequently, the KCS
agreed in an exchange of letterswith aU.S.
official to abide by the CCC ruling. In January of
1997, however, after initiating areview of the
classification of a number of preparation products,
the KCS once again abruptly reclassified another
U.S. potato preparation into the same trade
restrictive heading, HS 1105. The U.S.
Government subsequently pursued resolution of
the issue in numerous bilateral meetings with the
Korean Government, and has raised it various
multilateral fora

Even after assurances by the Korean Government
that the U.S. product would enter Koreaas a
potato preparation if asimilar European product
were found to be a preparation by the WCO —
which it was — and aletter in which the KCS
agreed to classify blended potato products
according to internationally recognized criteria,
U.S. exporters of potato preparations continue to
experience market access problemsin Korea. The
U.S. Government has made it very clear to the
Korean Government that patience on this issue has
worn thin and that the United States expects a
definitive resolution through an exchange of
lettersin early 2000.

r. Agricultural Tariffs

In 1999, the U.S. Government discovered a
discrepancy between Korea's applied tariff rates
on several agriculture items — peanuts, popcorn,
potato flour, potato flakes, and wheat and soybean
meal —and its WTO bindings and tariff
commitmentsin a 1993 U.S.-ROKG Record of
Understanding (ROU) and a February 1994
exchange of letters. In February of 1999, U.S.
Embassy officials in Seoul brought these
discrepancies to the attention of the Korean
Government. Korean officials acknowledged
these discrepancies, and gave indications that they
would search for ways to rectify them. Despite
letters from high-ranking U.S. officials and
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subsequent bilateral meetingsin which thisissue
was raised, adiscrepancy in the tariff rates on
most of these products remainsin effect. The
U.S. Government will continue to press Korea
until its duties on all agriculture products are
brought into compliance with Korea sWTO and
bilateral commitments.

S. Import Clearance Procedur es, Food
Standar ds, and L abeling Requirements

After WTO dispute settlement consultations with
the United States, between 1995 and 1999, the
Korean Government revised itsimport clearance
procedures by: (1) expediting clearance for fresh
fruits and vegetables; (2) instituting a new
sampling, testing, and inspection regime; (3)
eliminating some non-science-based phytosanitary
requirements; (4) beginning revisions of the
Korean Food and Food Additives Codes, for
example, by bringing Korean pesticide residue
level standards for citrusinto conformity with
CODEX standards; and (5) requiring ingredient
listing by percentage for major, rather than all,
ingredients. 1n 1999, the Korea Food and Drug
Administration (KFDA) issued for public
comment proposed additional revisionsto the
Food Code, the Food Additives Code, and
labeling standards for food. The KFDA's
proposed changes address many U.S. industry
concerns, including mandatory Korean language
labeling of product type and excessive restrictions
on food and food additives. However, additional
work will be needed to bring Korea’ s Food and
Food Additives Codes into conformity with
international standards, specifically those related
to chocolate and food additives.

In general, U.S. suppliers of food and agricultural
products continue to encounter trade-impeding
practices in Korean ports of entry and Korean
clearance times are still slower than in other
countriesin theregion. Surveys of U.S. trading
partnersin Asiaindicate that import clearance for
most agricultural products requires less than three
to four days. In Korea, import clearance for new
products still typically takes ten to eighteen days

(and four to six months if afood additive is used
that is not specifically recognized in Korea s Food
Codefor usein that product). The Korean
Ministry of Agriculture and Forestry (MAF)
accounts for the greatest delays in import
clearance, specifically through non-science-based
guarantine, and burdensome documentation,
requirements.

The United States will continue its dialogue with
the Korean Government on itsimport clearance
procedures until clearance timesin Korean ports
of entry are comparable to those in other Asian
ports and K orean procedures are based on science
and consistent with international norms.

t. Shelf-life

In November of 1994, USTR accepted a Section
301 petition filed by the National Pork Producers
Council, the American Meat Institute, and the
National Cattlemen’s Association, alleging that a
number of Korean practices — especially
government-mandated shelf-life limits and long
delays at the port — have effectively prohibited
U.S. meat imports. Asaresult of WTO dispute
settlement consultations with the United States, in
July 1995, Korea agreed to phase out its
government-mandated shelf-life requirements on
certain products and to allow manufacturers to set
their own “sell-by” dates. The 1995 Agreement
also covered other concerns raised in the petition,
such as pork tendering procedures and
temperature requirements. The U.S. Government
will continue to work with the Korean
Government to ensure that the 1995 Shelf-life
Agreement isimplemented fully and faithfully.

Korea continues to maintain government-
mandated shelf-life requirements for items such as
dairy products packaged in tabletop cartons and
bottled water.
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4. India
General

Important progress was made during 1999 in
developing a more constructive long-term trade
relationship with India. Significant steps were
taken on a number of bilateral and multilateral
issues, and the stage was set for broad-based,
productive and cooperative longer term
relationship. Thisincluded the settlement of two
longstanding issues — removal of Indian
guantitative restrictions and the Article XXVIII
renegotiation of certain agricultural tariffs.
However, India continues to limit market access
through irritants such as automotive TRIMS, soda
ash restrictions, and minimum reference prices for
customs valuation.

a. BOPWTO Case

India has maintained bans, restrictive licensing,
and other quantitative restrictions (QRS) on
imports of industrial, textile, and agricultural
products for fifty years, and has sought to justify
these restrictions on the basis of the balance of
payments (BOP) provisionsof GATT. In 1999,
BOP restrictions applied to approximately 15
percent of India stariff lines. Virtualy all
consumer goods are affected, as are many
agricultural, textile, and petroleum-rel ated
products.

In 1997, during India’s consultation with the
WTO Committee on Balance-of-Payments
Restrictions, the International Monetary Fund
stated that India no longer had aBOP crisis
permitting recourse to the GATT BOP exception.
However, Indiainsisted on at least six yearsto
remove the BOP QRs. Following unsuccessful
settlement talks with India, the United States
initiated dispute settlement proceedings against
Indiain July 1997. A dispute settlement panel
was established in November 1997 and the panel
issued its final report in April 1999 affirming the
U.S. contention that these measures were
inconsistent with India s WTO commitments. On

May 25, Indiafiled a Notice of Appea with the
Appellate Body. The Appellate Body rejected
India's claim that its balance of payments
situation justified import restrictions.

On December 28, 1999, the United States and
India reached an agreement to lift these
restrictions. Under the agreement, India
committed to eliminate all of its more than 1,400
QRsby April 1, 2001. Half of the tariff lineswill
be free of restrictions by April 1, 2000; the
remaining half of the restrictions will be lifted by
April 1, 2001. Eliminating these restrictions will
provide market access opportunities for U.S.
producers in key sectors such as textiles,
agriculture, consumer goods, and awide variety of
manufactured products. India had previously
reached agreements with the EU, Japan, and other
trading partners to remove these restrictions by
April 2003. The agreement with the United States
advances that time table by two years.

b. Intellectual Property Rightsand the
WTO TRIPS Mail Box

Asasignatory to the Uruguay Round of GATT
trade negotiations, including the Agreement on
Trade Related Aspects of Intellectual Property
Rights, Indiawas required to comply with most of
the obligations of the TRIPS Agreement by
January 1, 2000, and must introduce a
comprehensive system of product patents for
pharmaceuticals and agricultural chemicals ho
later than 2005. The Indian Government has
announced its intention to conform fully to the
IPR-related requirements of the Uruguay Round.
In December 1999, Parliament successfully
passed three IPR related bills: the Copyrights
Amendment Bill, the Trademark Bill, and the
Geographic Indicators Bill. Parliament, however,
failed to amend the Patents Act and, thus, failed to
meet fully its WTO TRIPS obligations by the
January 1, 2000 deadline.

In April 1999, the United States and India
resolved the WTO dispute brought by the United
States regarding India’ s implementation of
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Articles 70.8 and 70.9 of the TRIPS Agreement.
Through the enactment of the Patents
(Amendment) Act 1999 and its accompanying
regulations, India established a mechanism for the
filing of so-called “mailbox” patent applications
and a system for granting exclusive marketing
rights for pharmaceutical and agricultural
chemical products.

C. Auto TRIMS

The United States considers India’ s measures
affecting trade and investment in the motor
vehicle sector to be inconsistent with India' s
obligations under Articles Il and XI of the GATT
and Article 2 of the Agreement on Trade-Related
Investment Measures. These measures require
manufacturing firms in the motor vehicle sector to
achieve specified levels of local content; to
achieve a neutralization of foreign exchange by
balancing the value of certain imports with the
value of exports of cars and components over a
stated period; and to limit imports to a value based
on the previous year’ s exports.

On June 2, 1999, the United States requested
consultations with the Government of India
pursuant to the WTO Dispute Settlement
Understanding. Those consultations were held on
July 20, 1999, and we are evaluating options
available to preserve our interests.

d. GSP

The GSP subcommittee decided in December
1998 to accept for review the petition of the
American Natural Soda Ash Corporation
(ANSAC) to withdraw, suspend or limit the
application of GSP treatment to Indian imports
due to the lack of market accessto the Indian
market stemming from the injunction of the
Indian Monopolies and Restrictive Trade Practices
Commission barring ANSAC imports. InIndia's
FY 1999-2000 budget, it raised the import tariff on
soda ash to 38.5 percent, which is now the highest
import tariff on soda ash in theworld. A public

hearing was held on March 23, 1999 and a
decision is pending.

The Government of India continues to request
restoration of benefits under GSP it lost in the
early 1990s because of IPR violations. In
December 1999, USTR welcomed the steps India
took earlier this year to implement legislation
regarding the so-called “mailbox” provisions of
the TRIPS Agreement. In light of this effort as
well as other on-going efforts to implement
TRIPS by the Government of India, USTR
promised to give careful consideration to restoring
GSP benefits on pharmaceutical and agricultural
chemicalsif Indiaimplemented its TRIPS
obligations by January 1, 2000.

e. Insurance

On December 7, 1999, the India Parliament
passed the Insurance Regulatory and Devel opment
Authority (IRDA) Bill that removed the
Government monopoly on insurance and
established an Insurance Regulator. The law
opened India s insurance market to private
participation for the first time, but limited foreign
equity participation up to alevel of 26 percent
through subsidiaries. After acareful study of the
new law, USTR will determine, in consultation
with industry, approaches to build on this
development to advance U.S. commercial
interests.

f. Reference Pricing

In December 1998, three weeks after imposing
antidumping duties on certain steel products, the
Government of India established minimum
reference prices for certain other imported steel
products: hot-rolled steel coils, cold rolled steel
coils, hot-rolled sheets, and alloy steel bars and
rods. Under this regime, India prohibits the
import of these products when the import values
are below the established minimum price. India
had noted that the regime was adopted to
discourage dumping. Although, the United States
does not export steel to India, U.S. industry is
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fearful that this practice, which violates India’'s
obligations under the customs val uation
agreement, could divert imports to the United
States.

Minimum prices on steel were withdrawn on
January 1, 2000, for primary products but still
apply to secondary merchandise. We are
evaluating the appropriate response to India’' s
decision to retain minimum prices for secondary
merchandise.

5. Taiwan

During 1999, Taiwan completed virtually all
substantive discussions with members of the
World Trade Organization, including the United
States, regarding its accession. The WTO
Working Party held two meetingsin 1999 to
review details of Taiwan's Working Party Report,
market access schedules and new trade
regulations, in particular arrangements regarding
liberalization of its agricultural markets.
Although the United States has completed its
review of Taiwan’s accession package, other
WTO Members continue to work on verification
and rectification of Taiwan's documents.

As part of our bilateral agreement on Taiwan’'s
accession to the WTO, Taiwan agreed to provide
access for some previously banned agricultural
products prior to completion of Taiwan's
accession process. Under the agreed
arrangements, the United States exported
approximately 10,000 MT of chicken, 5000 M T of
pork belly, and 7500 MT of pork offal.

Agreements were also concluded on importation
of motorcycles of over 700cc, liberalization of
Taiwan' s wire line telecommunications markets,
and certification of U.S. meat imports. 1n 1999,
Taiwan aso agreed on a procedure for recognition
and application of internationally approved
minimum residue levels (MRLS) for pesticides
while Taiwan authorities gather information and
establish new MRLs, where appropriate.
Currently, Taiwan has fewer than 1,000 MRLs as

compared with more than 10,000 MRLs in the
United States. Prior to reaching agreement on this
issue, Taiwan authorities had intended to ban
imports of fruits and vegetables exposed to
pesticides without aMRL in Taiwan. The
Agreement also reinforces the obligation of
Taiwan authorities to adopt and enforce MRLs
based on scientific evidence and putsin place a
process for U.S. companies to apply for
permanent MRLs in Taiwan.

a. 1998 Bilateral Agreement

Taiwan's WTO bilateral agreement with the
United States, concluded in February 1998,
includes both immediate market access and
phased-in commitments and will provide
substantially increased access for U.S. goods and
services, including agriculture exportsto Taiwan,
our seventh leading export market.

Highlights of the 1998 bilateral WTO agreement
included commitments by Taiwan to:

> reduce its overall tariff rates below 5
percent;
> reduce tariffs and discriminatory taxes of

imported automobiles;

> open trade in the full range of products
including chemicals, medical equipment;
furniture, toys, steel, paper, construction
and agricultural equipment, wood, civil
aircraft, and distilled spirits;

> improve access for telecommunications
service providers so that foreign
companies can hold controlling interest
and reduce excessively high
interconnection charges for new
telecommuni cations companies;

> accede to the WTO' s Government
Procurement Agreement and establish
new arbitration procedures for resolving
disputes involving major projects
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undertaken by the Taiwan
authorities;

> remove import bans on pork, chicken,
variety meats, and rice, aswell asto
provide immediate access for most of
these products.

b. Intellectual Property Rights

While Taiwan has made significant progress over
the last several yearsin curtailing piracy of
intellectual property, recent efforts in this area by
the Taiwan authorities have slowed.

Most significantly, U.S. firms, both large and
small, continue to experience major procedural
problems in accessing the Taiwan judicial system
to bring patent or copyright infringement cases.
Degspite extended discussions with the United
States, procedural technicalities such as overly
restrictive conditions for recognizing powers-of-
attorney, continue to thwart many cases of
intellectual property rights infringement brought
by foreign parties in the Taiwan court system.
Also, the Taiwan authorities have been slow to
implement an effective and enforceable system to
ensure that all CDs produced bear codes
identifying the manufacturer and other data.

Major Taiwan computer-chip manufacturers
continue to move — abeit slowly — toward final
agreement on a system to mark all chipswith
identifying data. Initiation of such a program
should make it much easier to find and prosecute
video game pirates in Taiwan. The United States
Government, through the American Institute in
Taiwan, continues to press Taiwan on each of
these issues.

C. Telecommunications

Taiwan isin the process of issuing new licenses to
consortiato provide fixed line
telecommunications services that will compete
with the current tel ecommunications monopoly
provider. Requirements for the new licenses

included very large capitalization ($ U.S. 1.25
billion ) aswell as significant requirements for
network build-out before service could be
initiated. The United States will monitor and
ensure that Taiwan revisesits licensing regime to
reflect its commitment to the United States (as
negotiated in Taiwan’s WTO agreement) to open
fully its fixed line telecommunications sector to
all qualified applicants by July, 2001.

d. CableTV

The Taiwan authorities have moved deliberately
in recent months to halt the deterioration in the
competitive environment within the Taiwan Cable
TV market. However, monopolization of program
distribution remains a key structural problem for
foreign broadcast program providersin the
Taiwan market.

6. Hong Kong (Special
Administrative Region)

a. Intellectual Property Rights

Hong Kong undertook significant enforcement
actions over the last year to address the problems
of piracy. On the legidative front, the proposal to
include copyright piracy and trade mark
counterfeiting offences under the Organized and
Serious Crimes Ordinance was enacted by the
Legislative Council in January, 2000. Significant
follow-up efforts, however, are needed as piracy
problems continue, and the United States
Government will continue to monitor these
follow-up efforts closely. The Hong Kong
authorities are now considering concrete actions
to extend the mandate of the special anti-piracy
task force, and to prosecute corporate piracy and
theillegal loading of software by dealers onto
computer hard drives. The Hong Kong public
continues to become much more aware of the
damage being sustained by its own industries,
notably movies and toys, from pirates.
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b. Telecommunications

Hong Kong continues to make substantial
progress in opening its telecommunications
market. Hong Kong's Telecommunications
Authority (TA) recently issued (January 2000)
five new licencesfor local fixed
telecommunication network services using
wireless networks and twelve licences for externa
fixed telecommunications services using satellites
to and from Hong Kong. It also issued to Hong
Kong Cable TV alicence to provide
telecommunications services over its coaxial cable
networks. Hong Kong also decided to liberalize
submarine cables landing licences from January
2000 in an effort to attract more international
capacity to Hong Kong. Local fixed network
(wireline) telecommunications systems, however,
remain to be liberalized.

B. People sRepublic of China

Overview

Our Chinatrade policy goals have been to open
China' s markets to American exports, support
Chinese domestic economic reform, and integrate
Chinainto the Pacific and world economies. We
have used avariety of means to achieve these
goals, including commercially meaningful
agreements that create opportunities for
Americans.

These efforts culminated last November in our
historic bilateral agreement on China’'s accession
tothe WTO. When Chinafinishes its negotiations
with other trading partners and in the WTO —and
when Congress approves permanent normal trade
relations with China— its market will become far
more open to the world than it has ever been. Key
features of the agreement are described below.

> Chinese industrial tariffswill fall from an
average of 24.6 percent in 1997 to an
average of 9.4 percent by 2005. This
spans the range of industries, from
traditional manufacturing, such as autos,

aluminum and farm equipment, to
information technology products, such as
computers and semiconductors, in which
tariffswill fall from an average of 13
percent to zero by 2005.

In agriculture, for U.S. priority products
such as beef, citrus and dairy, tariffs will
drop from an average of 31 percent to 14
percent in January 2004. Chinaalso will
expand access for bulk agricultural
products like wheat, corn, cotton, soybean
oil and others, permit for the first time
private trade in these products, and
eliminate export subsidies.

Chinahas agreed to grant U.S. trading
companies the right to import goods
directly, and to own and operate their own
distribution systems, thus eliminating
required middiemen.

In services, the agreement will open the
market for a wide range of services,
including distribution services, such as
wholesaling and franchising, and related
services, such as maintenance and repair,
trucking and air express,
telecommunication services, such as
Internet and satellite services; banking,
insurance, and financial information
services; professional services such as
accounting, management consulting, and
legal services; hotel and tourism services;
motion pictures, and distribution for
videos, software entertainment, and
periodicals; business and computer
services; and environmental services.

The agreement also deals, appropriately,
with the special and unusual
characteristics of the Chinese economy: it
addresses state trading; it bans forced
technology transfer; it eliminates
investment policies intended to draw jobs
and technology to China, such aslocal
content, offsets and export performance
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requirements; and it provides protections
for Americans against import surges from
China and from abusive export practices
like dumping.

Aswe worked toward this bilateral agreement, we
built upon arecord of bipartisan support for a
market-opening Chinatrade policy, dating to the
lifting of the trade embargo in 1972 and our
Bilateral Commercial Agreement in1980, and
including three major specific agreementsin the
Clinton Administration. These include the
following:

> Intellectual Property — In the early 1990s,
China sfailure to protect intellectual
property rights was one of the most
problematic aspectsin our trading
relationship. Thisled to trade
confrontations with China, including
invocation of sanctions on two occasions.
The United States ultimately negotiated
agreements in 1992 and 1995, and then
won further commitments in 1996 that led
Chinato pass world-class copyright,
patent and trademark laws; essentially
close pirate production facilities; cease the
export of pirated products and
significantly improve enforcement — the
principal focus of the agreements.

> Textiles— Similarly, textile transshipment
and market access barriers have
historically been aproblem in our textile
trade relationship with China. While
problems remain, two separate
agreements, in 1994 and 1997, combined
with sustained enforcement efforts by the
U.S. Customs Service and the
Administration, as well asimposition of
triple charge penalties, have helped to
mitigate these problems. The 1997
agreement also committed Chinafor the
first timeto significantly reduce its textile
import restrictions.

> Agriculture — Most recently, our
Agreement on Agricultural Cooperation in
April of 1999 lifted long-standing bans on
exports of American citrus, meats and
Pacific Northwest wheat, imposed without
asound scientific basis. Asin the cases of
intellectua property and textiles, we are
holding frequent consultations with the
Chinese authorities charged with
implementing the agreement.

L ooking ahead, to compl ete the WTO accession
process (before entering the WTO, China must
reach agreement with other WTO members and
complete a multilateral negotiation which will
ensure that its policies comply with broader WTO
rules). On our part, we will work closely with the
U.S. Congress to secure permanent Normal Trade
Relations treatment for China.

WTO accession for China requires no substantial
concessions by the United States. We make no
change in our current market access policies, and
preserve our right to withdraw market access for
Chinain the event of a national security
emergency. Likewise, we amend neither our laws
controlling the export of sensitive technology, nor
our fair trade laws.

We do, however, have one abligation: we must
grant China permanent NTR or risk losing the full
benefits of the agreement we negotiated, including
broad market access, special import protections,
and rights to enforce China’ s commitments
through WTO dispute settlement. All WTO
members, including ourselves, pledge to give one
another permanent NTR to enjoy the benefits
available in one another’s markets. |If Congress
were to refuse to grant permanent NTR, our
Asian, Latin, Canadian and European competitors
will reap these benefits but American farmers and
businesses may well be left behind.

Finally, of course, the full benefits of this
agreement will require extensive monitoring and
enforcement. With permanent NTR in place,
WTO accession will substantially strengthen our
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enforcement capability with respect to China, for
example through WTO dispute settlement, our
ability to work with 134 other WTO members
instead of acting alone, multilateral monitoring,
and our own trade laws. We are also preparing for
the largest monitoring and enforcement effort ever
given to any trade agreement, as part of President
Clinton’ s request for new enforcement and
compliance resources at the USTR, the Commerce
Department, USDA and other branches of
government with enforcement responsibilities.
This effort will cover China s obligationsin the
WTO and also import issues such as dumping and
countervailing duties.

1999 Activities

U.S. trade relations with China are currently based
on the bilateral trade agreement on trade relations
that first took effect February 1, 1980. The
Agreement extends normal trade relations (NTR)
treatment to exports from both countries and
maintenance of this Agreement is required under
the so-called Jackson-Vanik provisions of U.S.
trade law. The Agreement is subject to automatic
renewal at three-year intervals, but all or part of
the Agreement may be suspended if a party lacks
domestic legal authority to implement it. The
most recent three-year renewal of the Agreement
was on February 1, 1998. The next renewal of the
Agreement will be on February 1, 2001.

China sreceipt of NTR tariff treatment is
currently reviewed on an annual basis. To
maintain NTR treatment, the President must waive
Section 402 of the 1974 Trade Act, the Jackson-
Vanik Amendment. The President last notified
Congress of his decision to waive Jackson-Vanik
and permit NTR renewal for Chinaon June 3,
1999. Asdiscussed below, the Administration
will be pursuing enactment of legislation that
would terminate application of Jackson-Vanik to
China and authorize the President to provide
exports from China permanent NTR treatment on
the same basis as other WTO Members.

1. WTO Accession

In November 1999, the United States concluded a
comprehensive bilateral WTO accession
agreement with China. China committed to
reduce both tariff and non-tariff barriersto U.S.
exports of industrial goods, agricultural products
and services. Chinaalso agreed to application of
specific rules to address import surges, anti-
dumping and subsidies practices and to end the
application of export performance, local content,
offsets, technology transfer and similar
requirements on imports and investment.

China sindustrial tariffswill fall from an overall
average of 24.6 percent in 1997 to an overall
average of 9.4 percent by 2005. On U.S. priority
industrial products, tariffswill fall to an average
of 7.1 percent with the majority of tariff cutsfully
implemented by 2003. Tariffswill fall on a broad
range of products including wood, paper,
chemicals, agricultural and medical equipment.
China also committed to join the Information
Technology Agreement, so tariffs on products
such as computers and semiconductors will fall
from an average of 13 percent to O percent by
2005.

China’' s average duty on agriculture will fall from
22 percent to 17.5 percent, with the duties on
items of priority U.S. interest falling even more
sharply, from an average of 31 percent to 14
percent. Chinawill expand access for bulk
agriculture commodities, including corn, cotton,
wheat, rice, barely, and soybean oil and will
permit private trade in these products as well as
imports through state trading enterprises. Tariff
reductions and quota growth will be fully phased
in by 2004. Chinaalso will eliminate agricultural
export subsidies, in particular for corn, cotton and
rice.

China agreed to phase-in trading rights for most
products over athree-year period. This means
U.S. firms and individual s can import and export
without going through government-approved
middlemen. China also agreed to liberalize
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distribution services for most products over a
three-year period, so that U.S. firms may
eventually own and operate their own distribution
systems in China, and provide related services
such as maintenance and repair services. China
also committed to progressively liberalize a broad
range of services, including telecommunication
services, such as Internet and satellite services;
banking, insurance, and financial information
services; professional services such as accounting,
management consulting, and legal services; hotel
and tourism services; motion pictures, and
distribution for videos, software entertainment,
and periodicals; business and computer services,
and environmental services.

While the market access agreement represents a
crucial step in China’'s WTO accession process,
China also must conclude bilateral negotiations
with anumber of other WTO members, including
the European Union. The commitmentsin the
U.S. bilateral agreement and other such
agreements will be applied on NTR basis and will
form an integral part of China’'s WTO accession
agreement.

In addition to completing these bilateral
negotiations, China must reach agreement with the
participants in China s WTO Working Party on
application of WTO rules and any special
provisions that may apply to China. After a
consensus is reached in the Working Party on
China s draft Protocol of Accession, Working
Party Report and market access schedules, these
documents are transmitted to the General Council
which must approve the terms and conditions for
China s accession. Normally, approval is by
consensus, but a Member may require avote on
the accession which must then be approved by a
two-thirds majority of all WTO members.

a. Agriculture

Gaining direct accessto China's market for U.S.
agricultural products has long been an objective of
U.S. agricultural industry in particular, by
removing unjustified sanitary and phytosanitary

barriers. 1n 1992, China signed a bilateral
Memorandum of Understanding on Market
Access with the United States, agreeing to remove
unjustified technical barriersto imports of U.S.
agricultural commodities. Though China agreed
to address these issues within one year, Chinese
regulators were unable to develop specific
scientific protocols that would have permitted
exports of U.S. wheat and other grain from the
Pacific Northwest, meat and poultry, citrus, some
varieties of apples, plums, and tobacco.

On April 10, 1999, the United States and China
signed an Agreement on U.S. - China Agricultural
Cooperation, which eliminates technical barriers
in Chinato exports of U.S. citrus, meat and
poultry, and wheat and other grains from the
Pacific Northwest. Previously, China prohibited
imports of U.S. grain form the Pacific Northwest
due to possible contamination with TCK. China
has now agreed to accept all wheat that is at or
below atolerance level of 30,000 spores per 50
gram sample. China also agreed to refrain from
taking any special measures that would adversely
affect the cost or competitiveness of U.S. wheat.

Prior to signing the 1999 bilateral agreement,
China prohibited imports of U.S. meat and
poultry, allowing only shipments from a small
number of U.S. plants that had been inspected by
Chinese quarantine officials. Asaresult, most
U.S. meat and poultry exports to Chinawere
transhipped viaHong Kong. In signing the
bilateral agreement, China has agreed to recognize
the U.S. inspection system for meat and poultry.
Chinawill accept meat and poultry from all U.S.
plants approved by the U.S. Department of
Agriculture’ s Food Safety Inspection Service.

U.S. citrus was banned from China due to Chinese
concern over fruit flies. In signing the bilateral
agreement, China has accepted the U.S. system of
pest detection and eradication for U.S. exports of
citrus from Arizona, California, Florida and
Texas. During the first two years of the
agreement, Chinawill accept fruit produced
outside a 20-kilometer radius of any outbreak.
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After thisinterim period, the much smaller U.S.
standard will apply. A team of Chinese
quarantine specialists completed the preprogram
initiation inspection of citrus-producing regionsin
these four states in January 2000 and has stated
that they intend to allow imports of U.S. citrus as
soon as they conclude their review of the
documentation provided by the U.S. during this
vigit.

Bilateral negotiations on remaining sanitary and
phytosanitary issues continued in 1999, with the
U.S. and China concluding an agreement on
bovine embryos on April 7, 1999. Although
barriers still remain on plums, some varieties of
apples, tobacco, and potatoes, we continue to hold
bilateral discussions. The last consultation took
place in November 1999.

b. Intellectual Property Rights

For more than a decade, the United States and
China have engaged in detailed discussions
regarding the improvement of China's protection
of intellectual property rights and market access
for products with intellectual property rights
protection. In January 1992, the United States and
China reached an agreement on improved
protection for U.S. inventions and copyrighted
works, including computer software and sound
recordings, trademarks, and trade secrets. This
Agreement focused principally on revisionsto
China's laws and membership in international
intellectual property rights agreements, including
the Berne Convention for the Protection of
Literary and Artistic Works, the Universal
Copyright Convention, the Geneva Phonogram
Convention, the Patent Cooperation Treaty, and
the Madrid Protocol on the Protection of Marks.

Although Chinaimproved the legal framework for
intellectual property rights protection based on the
1992 bilateral agreement, enforcement of those
laws was serioudly deficient. 1n 1995, the United
States and China reached a second agreement that
focused on intellectual property rights
enforcement and market access issues.

Based on our 1995 IPR Agreement and the
Administration’s continuing bilateral efforts,
China has developed a basic infrastructure for the
protection and enforcement of intellectual
property rights. Implementation of our bilateral
intellectual property rights agreements provided a
basis for China' s commitment to implement the
WTO Agreement on Trade Related Aspects of
Intellectual Property Rights (TRIPS) upon
accession to the WTO. While additional
improvements to China' s laws and training of
judges and enforcement personnel are essential,
U.S. and Chinese right holders can seek
administrative and judicial remedies for
infringement of their intellectual property rights.
Chinaisone of twelve countries that has formally
issued a decree to address the “end-user”
computer software piracy issue in connection with
government purchase and use of |egitimate
software.

Asaresult of intensive bilateral implementation
and enforcement negotiations in 1996, China has
made further progress on enforcement of
intellectual property rights. For example, Chinese
authorities have shut down 80 illegal CD, CD-
ROM and VCD production facilities. This effort
has changed China from an exporter of pirated
material to being the import target for pirated
product from other countriesin the region. Other
economies in the region, including Hong Kong,
Macau, Singapore and others have faced an
increase in piracy as production moved from
Chinato other locations. Asaresult, the
Administration’s enforcement efforts have also
concentrated on these economies.

China aso isimproving customs enforcement of
intellectual property rights. Each year customs
authorities seize millions of pirated CDs, CD-
ROMsand VCDs. Since the importation of
pirated product has been on the increase, we have
encouraged enhanced cooperation with regional
customs authorities, such as those in Hong Kong
and Macau, Vietnam and others, to stop this trade
in pirated product.
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Under our bilateral agreements, market access for
computer software, motion pictures, videos and
sound recordings have improved. Chinaalso has
made further commitments on market accessin
the context of our bilateral WTO accession
agreement.

4, Further Stepsto Improve Protection
for IPR and Market Access

China s last major revisionsto itsintellectua
property rights laws and regulations occurred after
the 1992 Bilateral Agreement. Based on its
experience in implementing its intellectual
property rights laws, Chinese authorities are
engaged in the process of revising the copyright,
patent and trade mark laws and taking further
steps necessary to comply with the requirements
of the TRIPS Agreement. The United States has
also urged Chinato do a comprehensive
amendment to its copyright laws to implement
two copyright related agreements negotiated under
the auspices of the World Intellectual Property
Organization (WIPO) that China has signed but
not yet ratified.

Chinese enforcement of copyrights and
trademarks is still uneven from province to
province. Guangdong province, for example, has
recently significantly increased sanctions against
piracy and counterfeiting. We are encouraging
the national government and/or the other
provincesto do likewise. Of concernisthe
unauthorized use of software by private
enterprises (end user piracy). Piracy rates of
entertainment software (game compact discs) and
other audiovisual products are also very high.
Although strong steps have been taken to address
the production of pirated software, CDs and
VCDs, pirated product remains available at the
retail level.

During recent discussions we have also raised the
growing problem with trademark counterfeiting,
particularly in the area of consumer goods,
protection for unregistered well-known

trademarks and effective enforcement against
counterfeiters.

Access for foreign sound recordings has
improved, but restrictions on distribution remain a
key concern. Although imports of foreign video
titles have increased rapidly, the Chinese still
impose an unofficial quota on foreign motion
pictures that are distributed on arevenue sharing
basis. Chinamaintains this limit through a state-
owned import monopoaly.

China committed in its November 1999 WTO
accession agreement to increase market access for
the audiovisual sector. Chinawill alow
foreigners to distribute videos, entertainment
software and sound recordings through joint
ventures, and will allow the importation of 20
motion pictures annually on a revenue sharing
basis.

5. 1992 Market Access Agreement

The United States and Chinasigned a
Memorandum of Understanding on Market
Accessin 1992. This Agreement committed
Chinato changesin itsimport regime
implemented over afive-year period, including
increased transparency, elimination of quotas and
licenses, a guarantee that no trade law or
regulation could be enforced unless published,
uniform application of trade rules, elimination of
import substitution policies and agreement that
any sanitary and phytosanitary measures would be
based on sound science. While China has phased-
out formal measures, such as quotas and licenses,
non-uniform application of trade rules, import
substitution policies and use of sanitary and
phytosanitary (SPS) standards to restrict imports
remain serious problems. The more
comprehensive bilateral agreement on WTO
accession reached in November 1999 will address
many of these issues when China becomesaWTO
Member. In addition, the 1999 Bilatera
Agricultural Cooperation Agreement resolved
SPS issues related to wheat and other grain from
the Pacific Northwest, meat and poultry and
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citrus. (See separate sections on these
Agreements).

These efforts to increase market access for U.S.
goods exported to China are having beneficia
results. In 1999, U.S. exportsto Chinawere
slightly more than $13 billion, an increase of 76.8
percent since 1992, although down in 1999 due to
aslowdown in the Chinese economy. Estimated
jobs supported by goods exports to China
increased from an estimated 113,000 in 1992 to an
estimated 180,000 in 1998 (latest data available)
or 60.6 percent.

6. Satellite Launch Services

On March 13, 1995, the United States and China
agreed to extend the 1989 Bilateral Agreement on
Internationa Trade in Commercial Space Launch
Services. This Agreement isintended to balance
the interests of the U.S. satellite and commercial
space launch industries, while encouraging free
trade by allowing Chinato enter the international
market for commercial space launch servicesin a
fair and non-disruptive manner. The extended
Agreement covers the period from 1995 through
2001 and continues quantitative and pricing
disciplines established under the earlier bilateral
space launch services Agreement. The renewed
Agreement initialy limits Chinato fifteen
launches over thistime period. Anincreasein the
Geosynchronous Earth Orbit (GEO) launch limit,
up to a potential of twenty launches, may be
triggered as aresult of stronger than predicted
growth for GEO launch services. With respect to
the Low Earth Orbit (LEO) satellite launch
market, the Agreement requires that China's
participation in this market segment be
proportionate and non-disruptive. Both the GEO
and LEO launches are to be priced on a par with
other Western providers. The space launch
services Agreement specifically provides that
nothing in the Agreement limits the operation of
U.S. export control laws.

Asaresult of a 1997 determination that the
pricing terms of one of the contracts for a GEO

launch was not consistent with the provisions of
the Agreement, the United States decided not to
consider exercising any discretionary increase in
the limitation on GEO launches provided for in
the Agreement beyond the original fifteen. The
United States continues to monitor the prices,
terms and conditions offered by Chinese launch
services providersin international commercial
competitions.

In November 1999, China and the United States
held informal consultations to determine a
schedule and the agenda for upcoming annual
consultations under the terms of the Agreement.
Agendaitems include an overview of the world
satellite launch market, new developmentsin
China's commercial space industry, and areview
of the implementation of the Agreement. China
will provide information on one new launch
contract that was signed by its launch provider in
1999, so that the United States may determine if
the prices, terms, and conditions of that contract
comply with the provisions of the Agreement.

From 1995 through 1999, China performed six
GEO launches under the extended Agreement
guota. Chinese launch providers conducted one
commercial LEO launch and no GEO Launchesin
1999, for a 3 percent share of the worldwide
commercial launch services market. U.S. launch
providers conducted 13 commercial launchesin
1999, for a 36 percent share of the worldwide
commercial launch market.

C. Japan

Overview

Opening Japan’s market to U.S. goods and
services has been atop priority for the Clinton
Administration and our multifaceted strategy has
helped boost U.S. exports to Japan by 20 percent
in the past seven years. The central element of
U.S. market opening efforts has been the United
States-Japan Framework for a New Economic
Partnership (* Framework Agreement”), which
recognized the necessity of simultaneously
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addressing sector-specific market access barriers,
cross-cutting structural issues, and
macroeconomic issues in order to make
meaningful progressin opening Japan’s market.
The Framework Agreement and other bilateral
and multilateral negotiations have led to the
conclusion of 38 market-opening agreements with
Japan, which the Administration continues to
vigorously monitor and enforce. These
agreements and the Administration’ s monitoring
and enforcement efforts have provided new sales
and investment opportunities for U.S.
manufacturers, service providers, and farmers and
have served to protect intellectual property, which
iskey to U.S. companies exporting high-
technology and other innovative products to

Japan.

Highlights of the achievements of this
Administration since 1993 include:

> Conclusion of 38 market-opening trade
agreements with Japan. Under the
Framework Agreement, and through
bilateral and multilateral negotiations, the
United States has reached a series of
agreements with Japan to open its market
in awide range of sectorsinwhich U.S.
companies are globally competitive.
Significant progress has been made in
addressing many longstanding concerns of
U.S. exporters, including onerous and
opaque regulations, discriminatory
standards, unfair government procurement
practices, closed distribution systems, and
unfair business practices. Asaresult,
U.S. market share has increased
substantially since 1993 in a number of
sectors, including semiconductors,
medical equipment, telecommunications
equipment and auto parts.

> Agreement on concr ete deregulatory
actions Japan will take, improving U.S.
access to five key sectors. The
Administration has focused on regulatory
and competition-related barriersto U.S.

exportersin five key sectors where U.S.
producers and service providers are
particularly competitive. Under the U.S.-
Japan Enhanced Initiative on Deregulation
and Competition Policy, launched in June
1997, Japan has agreed to implement
specific measuresin the
telecommunications, housing, energy,
financial services, and medical devices,
and pharmaceutical sectors, aswell asto
take stepsin such structural areas as
distribution, competition policy, and
transparency. Now in itsthird year, each
year'sinitiative has built on the
achievements of the previous year to
ensure continued liberalization and
market opening in Japan.

Effective monitoring and enforcement of
U.S trade agreements with Japan. The
Administration is fully committed to the
vigorous enforcement of all our
agreements with Japan and is prepared to
enforce U.S. rights under these
agreements, should violations occur. U.S.
market opening goals in Japan have been
advanced through our strict and active
monitoring and enforcement of our trade
agreements, including the use of the
objective criteria to assess progress under
each of the Framework agreements.
Regular consultations to measure progress
under each agreement and discuss
Japanese Government actions to address
outstanding U.S. concerns also has been
an important feature of this
Administration’s monitoring and
enforcement program. These enforcement
efforts have generated significant results
on such agreements as cellular phones,
insurance, and medical technology.

Enforcement of Japanese commitments
through active use of WTO provisions,
including dispute settlement. The United
States has effectively used the WTO
Dispute Settlement Mechanism to ensure
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that Japan fully adheresto itsWTO
obligations. The United States resolved
three important cases it has brought
against Japan relating to Japan’s
discriminatory liquor taxes, its unfairly
burdensome and nontransparent
requirements on varietal testing
requirements for apples and other fruit
exported to Japan, and on “retroactive”
copyright protection of sound recordings.

1999 Activities

The Clinton Administration continued its
intensive effortsin 1999 to improve market access
for U.S. goods and services, promote urgently-
needed structural reform, and support the adoption
and successful implementation of pro-competitive
mechanisms throughout the Japanese economy.
While the Japanese Government has taken some
positive macroeconomic steps during the past
year, the economic downturn has persisted,
reducing economic activity in Japan and inhibiting
imports into the Japanese market. The
Administration has strongly urged Japan to take
additional stepsto open and deregulate its market,
which would help revitalize its economy and
generate sustainable economic growth in the
medium- and longer-term.

The Clinton Administration placed a high priority
in 1999 on further market opening effortsin
Japan, reaching three new trade agreements. The
United States and Japan announced in May 1999 a
package of new deregulation measures to be taken
by the Government of Japan in the five sectors
covered under the U.S.-Japan Enhanced Initiative
on Deregulation and Competition Policy, which
address specific market access concerns of U.S.
exporters. The U.S. Government also successfully
concluded a new bilateral procurement agreement
in July 1999 that calls for open, non-
discriminatory, and transparent procurement by
the four successor Nippon Telegraph and
Telephone (NTT) companies, created upon the
restructuring of NTT. Together, these companies
constitute Japan’s largest telecommunications

equipment procuring entity. The United States
and Japan also issued an investment report in
April 1999 highlighting agreed-upon measures to
reform Japan’s structural and regulatory policies,
which will ultimately improve the investment
climate for U.S. firmsin Japan.

In addition to these new agreements, the
Administration dedicated substantial resources to
monitoring and enforcing the 38 market-opening
trade agreements concluded with Japan since
1993, particularly insurance, flat glass, autos and
auto parts, and government procurement.
Conclusion of these agreements and the
Administration’s vigorous enforcement efforts led
U.S. exports to Japan to increase by more than
one-third between 1993-1997, with exportsin
these sectors growing twice as fast as overall
exportsto Japan. The Administration’s
commitment to enhancing access into Japan’'s
agricultural market also has paid off; U.S. rice
exports to Japan rose significantly, with U.S. rice
accounting for 48 percent of total rice imports into
Japan in 1999 and U.S. tomato exports to Japan
increased ten-fold in the past two years. In
addition, Japan approved the importation of
several additional types of U.S. apples and
cherriesin 1999. While Japan’s economic
slowdown has interrupted progressin many
sectors over the past couple of years, the
Administration remains committed to close
monitoring of our trade agreements with Japan to
ensure that U.S. rights under these agreements are
enforced and that the U.S. exporters are well
positioned to compete in Japan once the economy
recovers.

Steel issues were amajor concernin 1999. In
1998, steel imports from Japan rose by 164
percent, accounting for 41 percent of the overall
U.S. steel import growth. In response, President
Clinton sent areport to Congress in January 1999
stating his expectation that Japan’ s exports would
return to appropriate pre-crisis levelsin 1999.

The Administration also established a bilateral
dialogue in September 1999 to discuss steel issues
in order to address the policies and practices that

BILATERAL NEGOTIATIONS 217



led to the import surge. While U.S. steel imports
from Japan fell 54 percent in 1999 over the
previous year, the Administration is continuing to
monitor import levels closely.

The United States also relied on awide range of
regional and multilateral fora, including the WTO
and APEC to achieve the Administration’ s market
opening goalsin Japan. The Administrationis
working to ensure that our work in these fora,
including on agriculture and services, are well
coordinated with our bilateral agenda so that the
various initiatives are mutually reinforcing.

The highlights of our 1999 bilateral and
multilateral trade agenda with Japan follows.

1 Overview of Accomplishments 1999

The United States continued to secure further
progress in promoting much-needed
comprehensive deregulation in Japan in 1999,
simultaneously obtaining improved access for
U.S. goods and services. In May, under the
Enhanced Initiative on Deregulation and
Competition Policy (Enhanced Initiative), Japan
agreed to take additional deregulatory stepsin the
telecommunications, housing, financial services,
medical devices/pharmaceutical products, and
energy sectors. In addition, Japan unveiled
specific measures to address structural concerns
relating to cross-cutting competition policy,
distribution, and transparency issues. Both
Governments agreed to continue bilateral
deregulation discussions for athird year, setting
March 31, 2000 as the target date for the issuance
of aThird Joint Status Report detailing new
deregul ation measures designed to further open
Japan’ s economy and increase market access for
U.S. and other foreign firms. The United States
submitted to Japan in October a 45-page set of
proposals calling on Japan to adopt bold
regulatory reformsin key sectoral and structural
areas of the Japanese economy. One highlight of
this submission includes the recommendation that
Japan adopt a “ Telecommunications Big Bang”
dedicated to fundamentally re-orienting Japan’s

telecommunications policies and regul atory
framework to the needs of a competitive, digital
era. The United States continues to press Japan to
fully implement, as well as to expand upon, the
deregulation measures agreed to in 1998.

The United States also successfully negotiated a
new NTT Procurement Agreement in July 1999,
which covers each of the four newly restructured
NTT companies. In addition, it secures continued
foreign access to Japan’ s telecommunications
market, given that, together, these companies are
Japan’s largest purchaser of telecommunications
equipment. The new two-year agreement
provides for continued government oversight and
data collection to monitor progress, and ensures
that the four successor NTT companies continue
to adhere to open, transparent, and non-
discriminatory procurement procedures.

In April 1999, the U.S. and Japan issued afollow-
up report to the 1995 U.S.-Japan Investment
Arrangement, which aims to boost Japan’s
traditionally low levels of inward foreign direct
investment. The report focuses on policy changes
in three areas considered particularly vital to
creating a more dynamic direct investment
environment in Japan: (1) developing a more
active and efficient market for mergers and
acquisitions; (2) improving land market liquidity;
and (3) increasing the flexibility of Japan’slabor
markets.

The Clinton Administration continued to place a
high priority on steel trade policiesin 1999. In
January, President Clinton issued a report to
Congress noting his expectation that steel imports
from Japan would return to appropriate pre-crisis
levelsin 1999 — a message echoed repeatedly by
senior U.S. officials during meetings with the
Japanese Government throughout the past year.
The Administration has since announced its intent
to monitor steel imports from Japan on a monthly
basis, and stated that it stands ready, if necessary,
to self-initiate trade actions under U.S. safeguards
and antidumping laws, in order to ensure that steel
imports from Japan return to the pre-crisis level.
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The Administration also launched under the
President’ s Steel Action Program abilateral
consultative mechanism to address a broad range
of anticompetitive policies and practicesin this
sector. The first meeting under this bilateral
dialogue was held in November.

Further, the Administration focused considerable
time and resourcesin 1999 on the monitoring and
enforcement of existing agreements to ensure their
successful implementation. U.S. Government
officials met with their Japanese counterparts
throughout the year to discuss progress and
implementation problems under a range of
bilateral agreements, including: autos and auto
parts, insurance, flat glass, government
procurement of computers, medical technology,
telecommunications, and construction.

In June 1999, the Administration released its
second semi-annual film monitoring report which
assessed Japan’ s implementation of the
representations it made to the WTO regarding the
openness of its photographic film and paper
market. The report recognized and welcomed
some of the pro-competitive measures
implemented by the Japanese Government such as
improvements in the application of the Premiums
Law, thereby blocking its use to restrict
competition. The report also underscored the
need for additional progress to open Japan’'s
photographic film and paper market and address
business practices that unreasonably restrain trade
in this sector.

Finally, the United States continued to use the
WTO Dispute Settlement Understanding to
address market access barriersin Japan. The
WTO Appellate Body in February 1999 upheld a
WTO dispute panel ruling that found in favor of
the United Statesin a case against Japan’' s unfairly
burdensome and discriminatory requirements on
varietal testing of fruits exported to Japan. The
United States and Japan continue to consult on
Japan’ s implementation of the rulings and
recommendations.

2. Deregulation

The Enhanced Initiative, announced by the
President and Prime Minister in June 1997 at the
Denver G-8 Summit, established a bilateral forum
for addressing deregulation and market access
issuesin Japan. Initialy, the Enhanced Initiative
focused on addressing market access and
regulatory issues in four important sectors: (1)
Telecommunications; (2) Housing; (3) Financial
Services, and (4) Medical Devices and
Pharmaceuticals. These sectors were chosen
because of their economic importanceto U.S.
industry, aswell astheir effect upon the overall
global competitiveness of U.S. companies
operating in these sectors. The Enhanced
Initiative also addresses the critical cross-cutting
structural issues of Competition Policy,
Distribution, Transparency, and Other
Government Practices and Legal Services. On
May 15, 1998, President Clinton and then-Prime
Minister Hashimoto announced in Birmingham,
U.K. the First Joint Status Report under the
Enhanced Initiative. This report documents the
deregulation measures Japan agreed to takein a
number of key sectoral and structural issues
during the Enhanced Initiative' sfirst year. In
addition, at Birmingham, the energy sector was
added to thislist of sectors to be addressed.

A Second Joint Status Report was concluded in
May 1999, which built on the accomplishments
achieved at Birmingham. Recognizing that
deregulation is an ongoing process, the United
States transmitted to Japan in October 1999 a
45-page submission, which called on Japan to
adopt bold regulatory reformsto further open
Japan’ s economy and increase market access for
U.S. and other foreign firms. Highlights of the
achievementsin 1999, and key U.S. proposals for
further progress in 2000, are as follows:

a. Sectoral Deregulation
Telecommunications: The absence of policiesto

expand market opportunities for new entrantsin
Japan’s $128 billion telecommunications services
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market has stifled competition and slowed growth
in Japan’sinformation infrastructure. Asaresult,
new investment in this sector is declining and
persistently high telecommunications rates are
crippling Internet usage and electronic commerce.

Under the second year of the Enhanced Initiative,
Japan agreed to develop a model to bring rates
that telecommunications carriers must pay to
connect to Japan’s local telecommunications
network (interconnection rates) to competitive,
market-based levels. Aninitial model, based on
long run incremental costs (LRIC), was completed
in 1999. Thisinitial model was afirst stepin
determining competitive interconnection rates for
Japan. Since this model failed to fully eliminate
unnecessary costs, however, revisions are
necessary, which Japan has agreed to consider.
Japan pledged to set rates based on this
methodology in the year 2000.

In 1999, Japan also agreed to develop guidelines
to ensure that telephone carriers face minimal
restrictions on choices of how to build a network,
using combinations of leased and owned facilities.
Since such flexibility is key to rapidly building a
network, the changes are expected to improve
competitive opportunitiesin Japan. The Ministry
of Posts and Telecommunicationsis currently
developing such guidelines in conjunction with a
public comment process.

Japan also committed in 1999 to ensuring that
NTT sretail pricing of services, relative to
interconnection rates, does not impair
competition. Such a move would prohibit NTT
from pricing services below the costs competitors
faced, based on their need to interconnect with
NTT. The Ministry of Posts and
Telecommunications asserts that it will use this
standard to evaluate NTT’ sretail and
interconnection rates, but it has yet to take
concrete actions based on this commitment.

Other measures Japan took in the context of the
Enhanced Initiative included authorizing
interconnection “clearinghouses’ to facilitate

interconnection among multiple carriers; opening
the cable TV sector to one hundred percent
foreign investment (up from 33 percent); and
removing restrictions on the use of internal
electrical wiring for communications devices. All
of these measures will contribute to expanded
market opportunities for U.S. firms.

In its October 1999 deregulation submission, the
U.S. Government called on Japan to adopt a
“Telecommunications Big Bang,” dedicated to
fundamentally re-orienting Japan's
telecommunications policies and regul atory
framework to the needs of a competitive, digital
era. Additiona areasin which the United States
regquested Japanese action include measuresto
ensure effective access to rights-of-way controlled
by NTT, ministries, and utilities, and requirements
that NTT “unbundle” subscriber lines and other
network elements and |ease them to competitors at
cost-based rates. Thiswould allow competitors to
bypass the economic and technol ogical
inefficiencies of the NTT network but still reach
customers NTT currently controls. The United
States also proposed a comprehensive shift in
Japan towards lighter regulation of competitors
and more stringent regulation of NTT, particularly
in the area of retail pricing, where NTT appearsto
be engaging in anti-competitive conduct.

Housing: The housing experts working group
under the Enhanced Initiative met in February and
December of 1999. The group promotes
improved market access in Japan for foreign
suppliers of wood and building products.
Achievement of this objective and increased
reliance on performance-based standards by Japan
will increase opportunities for American exporters
and encourage the construction of higher quality,
safer, and more affordable housing in Japan.

U.S. efforts on this front have led to several
significant changes. For example, Japan’s
adoption of Public Comment Procedures will
make it easier for U.S. building materials
suppliers to participate in the formulation and
implementation of revisionsto Japan’s Building
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Standard Law, the cornerstone of Japan’s national
housing policy. Japan also agreed to implement
performance-based standards for three-story,
multi-family wood housing, and to participate
with the U.S. government in a series of jointly
sponsored seminars that will help build the market
for U.S.-style building materials and methods.

In its October 1999 deregulation submission, the
United States' proposals focused on structural
weaknesses in the sector that inhibit the
development of quality rental housing and resale
and renovation markets. The United States also
proposed deregulation of some specific product
areas, such as food waste disposers and interior
finish products, so that Japanese consumers may
enjoy the functional featuresin their homes that
are commonplace in other industrialized countries.
Finally, the U.S. continues to advocate additional
liberalization in the forest products sector, such as
implementation of performance-based building
standards for certain four-story wood frame
buildings.

Another longstanding U.S. objective in Japan has
been the elimination of tariffs on value-added
wood products. At the November 1998 APEC
Summit, APEC economies, including Japan,
agreed to: (1) participate in WTO negotiations on
the tariff elements of the sectoral initiatives (the
Accelerated Tariff Initiative, or ATL) developed
by APEC, including forest products (which covers
wood, paper, printed materials and wood
furniture); and (2) seek conclusion of aWTO
Agreement in 1999, which would lead to the
phase-out of tariffs for wood products by 2004.
Although no agreement was reached on the ATL
initiative because Trade Ministers did not agree to
launch anew Round of WTO trade negotiations,
the United States intends to keep pressing for
ATL in the context of launching the new trade
round.

Financial Services: Japan’s pool of individual
and institutional savings—valued at some $10
trillion —isthe largest outside the United States.
The Japanese Government’ s proposed “Big Bang”

liberalization of its financial servicesindustry
should substantially improve the ability of foreign
financial services providersto reach customersin
most segments of the Japanese financial system.

Among the more important measures being
implemented under the “Big Bang” initiative are
those allowing new products (liberalizing
securities derivatives, promoting a more vigorous
asset-backed securities market, and introducing
defined contribution pension plans), increasing
competition (liberalizing foreign exchange
trading, easing the registration process for new
securities companies, allowing cross entry among
financial industry segments, and liberalizing
trading commissions), and enhancing accounting
and disclosure standards (including consolidated
accounting, and mark-to-market recording of
financial assets).

The United States welcomes Japan’ s successful
implementation of the measures contained in the
1995 U.S.-Japan Agreement on Measures
Regarding Financial Services, aswell as Japan’s
actions taken to date under its “Big Bang”
financia deregulation initiative. Full and
effective regulatory reform of Japan’s financial
markets will increase competition, help improve
Japan’ s long-term growth prospects and contribute
to awider variety of investment opportunities for
individuals and Japanese companies.

In the past year, Japan has eliminated taxes on
securities transactions, fully liberalized brokerage
commissions, and allowed issuance of bonds by
banks and non-bank financial institutions. Special
purpose corporations (SPCs) and services
companies have been authorized, and although
some restrictions remain, an asset-backed
securities market has begun to develop. The
reguirement to convert pension fund holding into
cash when switching fund managers was
eliminated for one of the mgjor types of employee
pension plans, and a phased elimination has begun
for the other major type. In amove long sought
by the U.S. Government and industry, the
Government of Japan plansto introduce
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legidlation this spring that would eventually alow
direct management of public pension funds by
investment management companies, and also
eliminate the cashing requirement on switching
fund managers. Legidation also is expected this
spring that would authorize defined contribution
pension plans.

The United States is urging Japan to implement its
defined contribution plansin a such a manner as
to create a viable pension aternative, one that
provides full scope for competition in investment
product offering and plan administration services.
In addition, the United States has stressed the
importance of improving transparency in the
financial services sector by: (1) fully utilizing the
notice and comment procedures for all new
regulations, and providing sufficient time between
finalization of regulatory changes and
implementation to allow industry sufficient time
to undertake necessary organizational, operational
and systems-related changes; and (2) continuing
to move toward a clear and consistent regulatory
and supervisory system for financia institutionsin
line with international standards and best practice.

Medical Device/Pharmaceutical/Nutritional
Supplement Products: Pursuing deregulation
measures in Japan that will enhance the market
access of U.S. medical devices, pharmaceuticals,
and nutritional supplementsis a priority of the
Administration. These industries are large
employers of U.S. workers and as a sector
generate billions of dollarsin salesin Japan. In
the Second Joint Status Report, Japan agreed to a
variety of measures, which in the pharmaceutical
sector alone, U.S. industry estimates will result in
savings of $75 to $125 million per newly
introduced product.

In the Second Joint Status Report, Japan agreed to
recognize the role of the market, aswell asthe
value of innovation, asit continues to study
pharmaceutical pricing reform. Consistent with
this understanding, the Japanese Government
abandoned plans to introduce a reference pricing
system for pharmaceuticals under its national

health care system on April 1, 2000 that would
have capped prices for categories of drugs,
regardless of product improvements. Such a
system would have acted as a disincentive to U.S.
manufacturers of cutting edge pharmaceutical
products. Japan also agreed to develop and
implement a transparent and expeditious process
to create new reimbursement categories tailored to
today’ s technologies within Japanese Fiscal Y ear
(JFY’) 2000, which will more appropriately reward
improved medical devices that offer superior
functions. Since U.S. medical device firms
currently sell over $5.5 billion of equipment in
Japan’s $20 billion medical device market each
year, faster introduction of innovative products
means increased access for American firms.

Japan’ s approvals of innovative medical devices
and pharmaceutical s often lag far behind those of
other industrialized countries. 1n 1998, Japan
agreed to specific measures to shorten the
approval processing period for new drug
applications to 12 months by April 2000. In
addition, Japan agreed to further expand the
acceptance of foreign clinical datain the medical
device and pharmaceutical approval processes and
no longer require the publication or presentation
of clinical data as a prerequisite for use. These
steps should significantly enhance transparency,
reduce costs and speed introduction of new
medical devices and pharmaceutical products.
Japan also agreed to promote the liberalization of
nutritional supplements by treating such products
as foods to the greatest extent possible.

The United States put forward several specific
proposals to speed the approval and
reimbursement of innovative medical devices,
pharmaceuticals, and nutritional supplementsin
its October 1999 deregulation submission to
Japan. The United States requested that Japan:
(2) take all necessary steps to ensure that any
medical device and/or pharmaceutical price
setting mechanism, including any authority, be
free from conflicts of interest, be based on global
scientific standards, be fully transparent, and
include an appeals mechanism; (2) undertake

222 1999 ANNUAL REPORT



measures to improve the consistency and speed of
the approval process for medical devices; (3)
steadily expedite the new drug approval process,
(4) continue to expand the usage of foreign
clinical datain the approval and reimbursement
precesses of medical devices and pharmaceuticals;
and (5) continue to promote liberalization of the
Japanese nutritional supplements market.

Energy: The United States and Japan established
anew working group on energy deregulation in
1998. The purpose of this group is to advance
Japan’s effortsto deregulate its electricity and
natural gas sectors market and reduce energy
costs, which are the highest in the industrialized
world, and to enhance foreign accessto this
market. In the Second Joint Status Report, Japan
agreed to implement a variety of concrete
deregulatory measures, which are expected to
generate tangible results for U.S. firms. Japan
agreed to amend its Electric Utility Industry Law
to shift from a permit and approval system to a
notification system for construction or upgrading
of all power generating facilities. This change
will encourage the development of new generating
capacity at atime when Japan is opening its $150
billion electric utility sector to competition. Japan
also agreed to simplify regulations and work
toward harmonization of various Japanese
standards with international standards for
energy-related equipment, such as turbines,
compressors, and standby generator sets—
equipment in which U.S. companies are
particularly competitive. In addition, Japan
agreed to work toward the harmonization of its
standards regarding self-serve gas pumps with
international standards.

In October 1999, the United States put forward
specific proposals designed to assist Japan in
making the successful transition from a
monopolistic to a competitive energy market by:
(2) reducing regulatory and other barriers that
discourage investment and market entry; (2)
implementing appropriate incentives and
disciplines for pro-competitive behavior; and (3)
providing for full transparency in setting and

implementing rules and procedures so that
appropriate and fair rules are set and rational
business decisions can be made. The United
States and Japan met in November 1999 to discuss
these proposals and Japan’ s plans to liberalize its
electricity sector beginning on March 21, 2000.
During these meeting, the United States raised
competition-related concerns regarding Japan’'s
plans, which are based on U.S. and worldwide
experienceinthisarea. The U.S. Government
further detailed these concernsin public
comments it submitted to Japan on November 19,
1999 regarding draft reports and ordinances on
electricity deregulation.

Legal Services: Japan'slega service
infrastructure must be capable of meeting the
needs of Japanese and foreign persons and
enterprises that are responding to the opportunities
created by market liberalization and deregulation.
Currently, barriers thwart the development of a
legal services sector and prevent Japanese and
foreign persons and enterprises from obtaining
fully integrated transnational legal servicesfor
domestic and cross-border transactions. The
United States continues to urge Japan to remove
these barriers.

In particular, the United States has requested that
Japan: (1) remove the prohibition against
partnerships between Japanese lawyers (bengoshi)
and foreign legal consultants (gaikokuho-jimu-
bengoshi or gaiben) and allow them to determine
the form of association that will enable them to
most efficiently and effectively serve their clients
needs, whether it be partnership, employment or
some other form; and (2) permit aforeign lawyer
to count all of the time in Japan spent practicing
the law of the lawyer’s home jurisdiction toward
meeting the experience required to register asa
gaiben, not just the one year alowed under
current practice.

b. Structural Deregulation

Distribution: The United States welcomed the
passage in 1998 of legidation in Japan abolishing
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the Large-Scale Retail Store Law and Japan’s
agreement to closely monitor local governments
implementation of the Large-Scale Retail Store
Location Law, or Daiten Ricchi Ho, which will
come into effect June 1, 2000. The Daiten Ricchi
Ho transfers responsibility for the establishment
of large stores to prefectural governments and
central government-designated cities. The law
specifies that large store business activities will no
longer be adjusted in order to thwart competition.
Instead, the new law restricts review of the
establishment and expansion of large stores to
environmental factors, such as traffic and noise.
The law does not permit local governments to
enforce stricter environmental standards than
those existing nationally.

In response to requests by the United States, the
Ministry of International Trade and Industry
(MITI) is undertaking a broad-based educational
campaign with local governmentsto explain their
operational and legal responsibilities and
limitations to their authority under the Daiten
Ricchi Ho. Also at the request of the U.S.
Government, MITI is establishing a contact point
to help resolve complaints from interested parties
regarding the application of the new law. The
United States has welcomed these steps, but noted
that the manner in which Japan implements the
Daiten Ricchi Ho will determine whether the new
law will reduce the regulatory burdens faced by
new store openers or whether it will pose an even
greater obstacle than the previous regulatory
regime. In addition, the United States has urged
Japan to take additional actionsto ensure that
local governments apply the law in afair,
reasonable and uniform manner.

Competition Law and Poalicy: In the Second Joint
Status Report, Japan agreed to implement specific
measures to promote and ensure competition
within its markets. For example, as part of its
effort to prevent private regulation of the market
(min min kisei) from replacing recently
deregulated government rules, an area of serious
concern to the United States, the Japan Fair Trade
Commission (JFTC) undertook to: (1) eliminate

Antimonopoly Act (AMA)-violative market entry
restrictions by trade associations; (2) conduct
surveys on economic and business conditions,
with aview toward rectifying private restraints of
trade uncovered; (3) request government agencies
to withdraw and refrain from administrative
guidance that supports such anticompetitive
conduct; and (4) assist in formulating a model
AMA Compliance Program and to establish an
AMA consultation network to help ensure that the
proposed business plans of firms and trade
associations comply with the AMA. In addition,
Japan agreed to take certain measuresto
counteract bid rigging on public works projects,
including inserting into the bidding instructions a
prohibition against consulting with or disclosing
bid prices to other bidders and instituting an
agency-wide policy of disclosing the scheduled
price (yotei kakaku) after the bid results are
released.

The United States continues to urge Japan to
strengthen its efforts to stamp out anticompetitive
practices in its economy. In its October 1999
deregulation submission, the United States
recommended that Japan adopt a comprehensive
anti-dango program that would include a new
initiative by the National Police Agency to
investigate bid rigging crimes and strong
measures against government officials that
knowingly provide assistance to bid rigging
activities. The United States also advised that
Japan augment the JFTC’s criminal and
administrative investigatory powers and reform
the surcharge system to increase its deterrent
effect.

The United States also has urged Japan to improve
significantly its private remedy system for
antimonopoly violations as part of a
comprehensive antimonopoly legal regime. To
this end, the United States recommended that
Japan provide for injunctive remedies in such
lawsuits, especially for collusive and monopolistic
practices, and improve procedural and evidentiary
rules for obtaining damage remedies. In addition,
the United States requested that the JFTC take
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steps to promote an efficient and competitive
distribution sector, including initiating a
mechanism for review of Antimonopoly Act
compliance plans. In addition, the United States
Government has sought assurances that the JFTC
will have the opportunity to review all joint
applications under the Industry Revitalization Law
in order to ensure robust competition in the
market.

Transparency and Other Government Practices:
In recent years, the Japanese Government has
begun to lay the foundation for a more transparent
and accountable regulatory system, including
through the implementation in 1999 of a Public
Comment Procedure, which allows the public to
review and comment on draft regulations, and
enactment of an information disclosurelaw. The
United States wel comes these measures.
However, it believes that additional steps are
necessary to achieve the level of transparency and
accountability recognized as essential in the 1999
OECD Review of Regulatory Reform in Japan.

Inits October 1999 submission, the United States
has urged Japan to adopt measures including: (1)
the introduction of a government-wide system of
regulatory impact analysis, which would require a
cost/benefit analysis of proposed regulatory
changes with a significant economic impact; and
(2) the establishment of a study group to consider
the introduction of two new regulatory
mechanisms —“No Action Letters’ and Letter
Rulings, which would increase the transparency,
responsiveness and predictability of the regulatory
process, while reducing its complexity.

3. Existing Bilateral Agreements:
I mplementation and M onitoring

a. Insurance

The United States and Japan have concluded two
bilateral agreements on insurance. The goal of the
first, the 1994 U.S.-Japan Insurance Agreement, is
to achieve a substantial increase in market access
and sales for foreign insurance providers and

intermediariesin Japan. On December 15, 1996,
the United States and Japan announced a second
agreement, encompassing a series of
supplementary measures to the 1994 insurance
agreement. These detailed measures were
designed to ensure increased competition, allow
greater product innovation and pricing flexibility,
lower premiums for Japanese consumers, and
increase market access for U.S. and other foreign
insurance providersin Japan’ s insurance market.
The focus of the supplementary measuresis on the
“primary sectors,” which account for roughly 95
percent of Japan’sinsurance market. Among
other commitments, Japan agreed to avoid radical
changein the “third sector” for a“reasonable
period,” following substantial deregulation of the
“primary” life and non-life sectors. The third
sector includes personal accident, cancer, and
hospitalization insurance and comprises five
percent of Japan’s overall insurance market.
However, thisis a segment of the market where
foreign insurance providers are particularly
competitive.

The most recent official consultations under the
two insurance agreements were held in
Washington in April 1999. Thiswasthefirst
formal bilateral consultation that involved
representatives from the Financial Supervisory
Agency (FSA), which was established in June
1998 as an independent regulatory body
overseeing financial services regulation, including
insurance. The review included an assessment of
Japan’ s implementation of the provisions of the
agreement provisions through use of data
provided by the Japanese Government and the
objective criteria contained in the agreement.
Further, the United States and Japan discussed
issues related to product approval, resources and
technology, the Policyholder Protection
Organization, rating organizations, and
administrative and regulatory changesin Japan’'s
insurance sector. In order to deepen mutual
understanding of current and future plans related
to the U.S. and Japanese insurance regulatory
systems, the United States included a component
for regulator-to-regulator discussions during the
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April meetings. Asaresult, representatives from
the National Association of Insurance
Commissioners participated in the talks.

The steps that Japan initiated in 1997 to
deregulate the primary sectors of the insurance
market in accordance with the bilateral
agreements have yielded important results.
Several major U.S. and other foreign insurance
companies have entered the market in the past two
years, the foreign share of the market has grown
significantly, and rate and product competition
have increased. However, during the April
consultations, the United States raised questions
and concerns about Japan’s implementation of key
provisions of the insurance agreements related to
rating organizations' activities and potential
“radical changes’ occurring in the third sector,
such as sales practices involving Group Personal
Accidental insurance and sales of third sector
products by Japanese firms. In addition, the
United States voiced serious lingering concerns
over the conduct of product approvals and the
transparency of that process. Given continued
industry apprehension related to FSA’ s ability to
meet the 90-day turnaround for product approvals
mandated in the agreement, the United States
urged Japan to make key changes to its product
approval system to enable it to operate effectively
in the increasingly deregulated insurance
environment.

In addition to the bilateral agreements on
insurance, in its October 1999 deregulation
submission to Japan under the Enhanced
Initiative, the United States included an expanded
list of requests related to insurance. These
requests include: a significant increase in FSA
staff to deal with the expanding flow of insurance
product applications; Japan’s adoption of a
modernized and a stream-lined product approval
system; and further efforts by FSA to conduct all
communications with the companiesit regul ates
in afair and transparent manner, as called for in
the Administrative Procedures Law (APL). The
United States also expressed serious concerns
with potential Japanese plans to expand the role of

the government postal insurance system (the
“Kampo”). The United States pointed out that any
expansion of Kampo into product lines being
offered by private insurersis inconsistent with
Japan’ s goals of deregulation and “Big Bang”
market reforms. The United States also expressed
concern that Kampo falls outside the scope of the
Insurance Business Law and is not subject to
oversight by FSA or the JFTC. These items were
discussed during a meeting of the deregulation
structural working group in November 1999,
when the United States emphasized that we view
Japan’ s adoption of these requests as a key step
toward moving forward on our insurance agenda
with Japan.

The next set of insurance consultations will be
held in March 2000, when we will seek to narrow
our differences with Japan on outstanding issues.

b. Flat Glass

In January 1995, the United States and Japan
concluded an agreement aimed at opening the
Japanese market to imported flat glass. Japan's
$4.9 hillion flat glass market had been dominated
by an oligopoly of three large producers. Since
the late 1960s, these producers changed prices,
capacity, and product mix in virtual lockstep, and
their respective market shares have remained
effectively unchanged. Despite their intensive
efforts, U.S. firms have been unable to penetrate
this difficult market.

Under the Flat Glass Agreement, Japanese firms
undertook a variety of measures to assure that
foreign glass was afforded full accessto the
distribution network. The Government of Japan
also committed in the Agreement to prevent and
eliminate anticompetitive practices in the flat
glass sector; encourage non-discriminatory
procurement of flat glass for public works
projects; and promote the use of insulated and
safety glass, product categoriesin which
American companies have superior products.
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MITI agreed to undertake an annual survey under
the Agreement to assess the openness of the
distribution system.

The Agreement achieved some important
successes. For example, it resulted in Japan’s
adoption of energy conservation standards in the
housing sector that are already boosting demand
for high-value-added insulating glass, benefitting
Japanese and American manufacturers alike. It
also prompted Japan to feature American glassin
anumber of high-profile public works projects.

However, important objectives remain unfulfilled.
U.S. and other foreign suppliers enjoy only token
access to the distribution network controlled by
the three major Japanese glass manufacturers. As
aresult, in spite of the dedicated efforts of U.S.
glass manufacturers, the high quality of their
products, and competitive pricing, their small
market share has barely changed since the
Agreement was signed. These problems were
illustrated on December 21, 1999, when the Japan
Fair Trade Commission ruled that certain
Japanese industry associations and affiliates,
including a subsidiary of Japan’slargest flat glass
manufacturer, unlawfully colluded to intimidate
distributors who purchased foreign-manufactured
auto replacement glass through price
discrimination and other methods.

The Agreement expired on December 31, 1999.
In order to address the remaining market access
barriersin this sector, the United States and Japan
plan to hold government-to-government
discussions in March 2000, to be followed by a
joint government/industry meeting later in the

spring.
C. Autos and Auto Parts

Improving access to Japan’ s automotive market
remains a high priority for the U.S. Government.
The Administration committed early on to taking
the steps necessary to significantly increase export
opportunities to Japan for U.S. auto and auto parts
manufacturers. In August 1995, the United States

and Japan reached an Automotive Agreement with
the goals of eliminating market access barriers
and significantly expanding sales opportunitiesin
this sector. To monitor implementation of the
Automotive Agreement, the United States also
announced the establishment of an Interagency
Enforcement Team, which releases a semi-annual
assessment of progressin all areas covered under
the agreement.

The latest monitoring report, issued in June 1999,
noted that the global automotive industry has
entered a period of broad restructuring while
Japan’ s economic downturn has continued. The
report stated that current Japanese policies serve
to hold back needed changes and preserve the
status quo and urged Japan to fully open and
deregulate its auto and auto parts sector to
facilitate industrial restructuring, foster
competition in this market, and generate further
progress under the Automotive Agreement.

Japan’ s economic slump, limited market access,
and the weak competitive environment have
disproportionately hurt foreign vehicle
manufacturers. Overall vehicle salesin Japan
have fallen for 35 months as of December 1999,
with salesin the market segmentsin which U.S.
manufacturers compete down 8 percent in 1999.
During the same period, sales of motor vehicles
produced by Ford, General Motors, and Daimler
Chryder in North America declined 20 percent.

In addition, the economic slowdown has inhibited
new business investment, compounding the
difficulties foreign vehicle manufacturersfacein
adding new dealerships. In an effort to contend
with these economic conditions and position
themselves to better compete in the future, U.S.
auto companies have consolidated or closed
less-profitable dealerships over the past year.
However, the continued reluctance of some
Japanese dealers to carry foreign vehicles for fear
of damaging their long-term relationships with
Japanese manufacturers will continue to constrain
the ability of U.S. companiesto expand their
dealership networks. Japan has responded to U.S.
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concerns on thisissue by seeking to ensure that
dealers understand that they are free to carry the
product of competing manufacturers, improving
the competitive environment somewhat.

However, the U.S. Government urged the
Japanese Government and Japanese automakers to
take further proactive actions to ensure that
restrictive business activitiesin this sector are
fully eliminated.

U.S. auto parts exports also declined in 1999 as a
result of Japanese Government policies and the
protracted economic slowdown. The United
States submitted a number of proposals to Japan
to open and deregulate its automotive market.
Japan responded positively to severa proposals,
including streamlining the new car registration
process and creating anew class of certified
mechanics.

The United States further pressed Japan on these
automotive issues during the fourth annual review
of the Automotive Agreement, held in October.
The United States stated that while some progress
had been made under the agreement, the Japanese
Government needs to take additional concrete
measures now that will bear fruit as the Japanese
economy improves. To that end, the two sides
discussed Japan’ s progress in implementing
earlier proposals made by the United States, as
well as new proposals for achieving progress,
including additional deregulatory steps,
standards-related issues, measures to improve
transparency, and actions to enhance competition
in this sector. The United States and Japan agreed
to continue discussing these proposals and other
steps to achieve the goals of the agreement, which
expiresin December 2000.

d. Government Procur ement

Overview: The United States and Japan have
concluded bilateral government procurement
agreements in the areas of: telecommunications
(including an agreement covering Nippon
Telegraph and Telephone (NTT) procurement),
computers, supercomputers, satellites, medical

technology, and construction/public works. The
overall goal of these agreementsisto expand
Japanese public sector procurement of foreign
products and services by addressing traditional
Japanese procurement practices which have
historically prevented U.S. and other foreign firms
from fully and equally participating in the
Japanese public sector market. These agreements
address, for example, the lack of consistent and
equal access to information regarding upcoming
procurements; insufficient opportunities to
comment on, and participate in, the development
of specifications; over-reliance on sole-sourced
procurements; use of unique or Japan-specific
technical standards as opposed to international
standards; and the lack of impartial bid protest
systems.

NTT Procurement: On July 1, 1999, the United
States and Japan concluded anew NTT
procurement agreement that reflects changes
brought about by NTT restructuring. On the same
day, the restructuring of Nippon Telegraph and
Telephone (NTT) into four successor companies —
a holding company, two regional companies (NTT
East and NTT West), and along
distance/international company (NTT
Communications) —went into effect.

The new agreement, which will remain in effect
for two years, coversthe four NTT successor
companies, which together are Japan’ s largest
purchasing entity of telecommunications
equipment. It includes acommitment that the
NTT companies will conduct their procurement in
an open and transparent manner and provide
non-discriminatory and competitive opportunities
to both domestic and foreign suppliers. Reflecting
changes brought about by NTT’ s restructuring and
the changing business environment in which
domestic and foreign suppliersand the NTT
SuCCcessor companies are now operating, the
agreement outlines three methods of procurement
(the traditional “request for proposal” method, a
means by which companies with innovative
products can approach NTT directly, and a means
by which NTT will conduct follow-on purchases)
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and provides details on how each will be
conducted. The agreement also ensuresforeign
companies will continue to have equal accessto
procurement information, provides protection for
any proprietary information supplied during the
procurement process, and includes a mechanism
for protesting unfair bids.

For the duration of the agreement, the United
States and Japan will conduct annual reviews to
discuss the operation of the new procurement
procedures. These annual meetings will also
include a discussion of detailed statisticson NTT
companies procurement to be provided by the
NTT companies.

The United States views the new agreement as an
essential part of opening Japan’'s
telecommunications market to foreign
competition. These NTT companies account for
about one third of Japan’s $35 billion
telecommunications equipment market at the time
of restructuring, and remains the most important
purchasing entitiesin this sector. Through their
R& D and deployment decisions, the NTT
companies have and will continue to set standards
that impact the entire market.

The United States expects that procurement of
foreign equipment by the NTT successor
companies will not only continue to grow, but will
move closer to the success foreign firms have
achieved in other, more open parts of the Japanese
market and telecommunications markets globally.
The first annual review under the new NTT
Agreement will be held in 2000.

Telecommunications Gover nment Procurement:
The Government Procurement Agreement on
Telecommunications Products and Services,
concluded on October 1, 1994, aimsto
significantly increase access for, and sales of,
foreign products and services. The agreement
also includes measures Japan will take to improve
and open its procurement process to foreign
suppliers, which are intended to improve the
transparency and impartiality of the process and to

increase reliance on international standards.
Implementation of this agreement is assessed
through both gquantitative and qualitative criteria.

Under the agreement, the foreign share of the
Japanese Government tel ecommunications
procurement market increased from 7 percent in
JFY 94 to almost 13 percent in JFY95. At the
annual bilateral review of the agreement held in
April 1999, however, the United States expressed
serious concern that the foreign share of the
Japanese public telecommunications market had
declined to 3.9 percent in JFY97. During the
April review, the United States questioned Japan’s
over-reliance on the use of sole-source tendering,
potential under-reporting of procurement data, and
failure to report on procurement by all covered
entities.

The United States has urged Japan to take
concrete actions to correct the low level of
Japanese public procurement of highly
competitive U.S. and other foreign
telecommunications goods and services. The next
annual review is scheduled for the spring of 2000.

Computers: The 1992 U.S.-Japan Computer
Agreement commits Japan to adopt
non-discriminatory and open procurement
procedures with the aim of expanding government
procurement of foreign computer products and
services. The agreement makes procedural
improvements in Japan’s public sector computer
procurement regime, with provisions guaranteeing
that: (1) equal accessto information and
opportunity to participate will be available to all
potential bidders; (2) any company that has
participated in devel oping specifications for a
procurement will be barred from bidding on that
same procurement; (3) sole sourcing will be
restricted to exceptional cases justified under the
GATT/WTO Agreement on Government
Procurement; (4) evaluation of bids will be based
upon arange of criteria set forth in the tender
documentation; and (5) unfair low bids will be
prohibited.
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Thelast annual review of the agreement was held
in May 1999. At thisreview, the Japanese
Government presented JFY 97 data showing that
foreign computer firms held 16.5 percent of the
public sector market — a 0.6 percent increase over
the previous year.

Given the continued gap between U.S. share of the
Japanese private and public sector computer
markets, as well as rapid technological
advancements in this sector, the United States
continued to urge Japan to update and improve the
implementation of the Computer Agreement in
1999. To thisend, the United States proposed that
Japan modernize its procurement system

including increased use of the Internet, broaden its
use of “overall greatest value methodology” in bid
evaluations, and provided advance information to
potential bidders on alarger number of upcoming
procurements. The Japanese Government recently
announced a plan to consolidate Japanese central
government procurement announcements and
documentation on the Internet. Latein 1999,
Japan concluded its preliminary study of the
digitization project and announced plans to create
aformal committee early in 2000 to finalize plans
in thisregard. Japan’'s eventua goal isto create a
single Internet site where all Japanese central
government procurement information necessary
for bidding for al product categories will be
available.

Supercomputers: Under the 1990 Supercomputer
Agreement, Japan committed to implement
transparent, open, and non-discriminatory
procurement procedures and to ensure that
procuring entities are able to procure the
supercomputer that best enables them to perform
their missions.

Results under the 1990 Supercomputer Agreement
have been mixed. In JFY 93 and JFY 94 there was
anotable increase in the U.S. share of Japanese
public sector supercomputer market, with U.S.
firms reaching a 40-45 percent market share.
However, this trend has not been sustained. In

JFY 98, U.S. firms won only two of fifteen public
supercomputer procurements.

To keep pace with the notable advancesin
technology in this sector, the United States and
Japan agreed in an exchange of letters on April
30, 1999, to increase the threshold governing
coverage of the Supercomputer Agreement from
five billion floating point operation per second
(GIGAFLOPS) to fifty GIGAFLOPS. This
change went into effect on May 1, 1999.

Medical Technology: The Medical Technology
Agreement was concluded in November 1994
with the goal of significantly increasing access
and sales of competitive foreign medical
technology products and services in the Japanese
public sector procurement market.

This agreement has been successful in providing
greater market access and sales for foreign
suppliersin Japan’ s government procurement
sector. At the most recent annual review of the
agreement, which was held in September 1999,
Japan presented data for JFY 97 which showed
that foreign share rose 4.4 percentage points to
45.6 percent of the market. Thisincrease
occurred despite the fact that government
spending in this sector shrunk over this same time
period. Therewas also asignificant increasein
foreign/domestic head to head competition, which
rose from 7 percent of contractsin 1996 to 14.7
percent of contractsin 1997.

The United States continues to urge Japan to make
further progress in this sector by improving
transparency in Japan’s public procurement
process and expanding the use of the overall
greatest value methodology to include
procurement by local and prefectural

governments.

Construction/Public Works. There are two public
works agreements in effect: the Major Projects
Arrangement (MPA), implemented in 1988 and
amended in 1991, and the 1994 U.S.-Japan Public
Works Agreement, which includes the “ Action
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Plan on Reform of the Bidding and Contracting
Procedures for Public Works® (Action Plan). The
MPA was designed to improve access to Japan's
public works market and includes alist of 40
projects in which international cooperation is
encouraged. Under the Action Plan, Japan must
use open and competitive procedures on
procurements valued at or above the thresholds
established in the WTO Government Procurement
Agreement.

During the June 1998 annual review of the 1991
and 1994 agreements, the United States was
disappointed to learn that U.S. firms had won only
$50 million in public works contracts. Thisfell
far short of the $100 million in contracts won by
U.S. firmsin public works contractsin 1997. The
U.S. share of Japan’s $250 billion public works
market has consistently remained under 1 percent
—atroubling fact given the competitiveness of
U.S. firms throughout the rest of the world.
Because of the lack of progressin this sector, the
United States requested special out-of-cycle
consultations on the agreements in January 1999
and elevated the July 1999, annual review to the
Under Secretary level.

The main concerns of the United States include
arbitrary restrictions on joint venture formation
for construction projects and the very low number
of design/consulting procurements open to foreign
firms. During the July 1999 annual review, Japan
and the United States agreed to the creation of the
U.S.-Japan Construction Cooperation Forum,
which is designed to facilitate the formation of
joint ventures between U.S. and Japanese
construction firms and to make it possible for U.S.
firms to participate more fully in Japan’s public
works market. The first Forum was held in
October 1999, and the next istentatively
scheduled for the spring of 2000. Alsoin July, the
United States explained that we were monitoring
three design/consulting initiatives recently
undertaken by Japan, and we expected the number
of design/consulting procurements opento U.S.
firms to increase significantly as aresult of these
initiatives. The United States learned in July that

U.S. firms had won only $50 million in public
works contracts for the second year in arow.
Because of the continued lack of progress, the
United States requested special out-of-cycle round
of consultations (also at the Under Secretary
level) on the agreements in January 2000.

e I nvestment

Changing Japanese attitudes toward inward
foreign direct investment (FDI), depressed asset
values and improvement in the regulatory
environment enabled U.S. and other foreign firms
to gain significant new footholds in the Japanese
economy in 1999, mostly through mergers and
acquisitions. Thus, although FDI to Japan
remains the lowest among the OECD countries,
FDI more than doubled in JFY 98 to 1,340 billion
yen, or roughly $12 billion, and asimilar figure
was achieved after only the first six months of
JFY 99.

In July 1995, to counter the formidable barriers to
foreign firms wishing access to Japan' s economy,
the United States and Japan concluded the U.S.-
Japan Investment Agreement. The agreement
focuses on both structural change and strong
government facilitation to attract foreign
investment to Japan. In the agreement, Japan
committed to: (1) promote investment; (2)
implement better tax incentives and financing; (3)
improve conditions for foreign participation in
mergers and acquisitions; (4) reduce regulatory
restrictions on foreign investment; and (5)
facilitate efforts by foreign firms to build business
ties with Japanese firms. Until recently, however,
implementation by Japan of these measures had
been “ad hoc” or targeted at sectors of the
Japanese economy where there was little incentive
for U.S. firmsto invest.

In 1999, the United States and Japan agreed on a
number of important additional steps for Japan to
undertake to facilitate and boost FDI. Key issues
addressed included: facilitation of mergers and
acquisitions through, among other things, changes
to Japanese accounting and taxation systems; the

BILATERAL NEGOTIATIONS 231



need for increased land circulation, as Japan’'s
high real estate costs and issuesrelated to land use
have historically been a major disincentiveto

FDI; and discussions about labor mobility at a
time of record unemployment in Japan. In April
1999, the United States and Japan submitted to the
President and Prime Minister ajoint report which
reviewed the actions the Japanese Government
had taken to facilitate investment and pointed to
areas for continued efforts. The report also
committed the two Governments to continue work
in thisimportant area.

In line with the conclusions of the April report,
the Diet passed several laws helpful to investorsin
1999. The Securities Exchange Law was
modified and now mandates consolidated and
market-value accounting for listed firms
beginning in JFY00. The Commercial Code was
revised and now, for the first time, allows one
company to wholly acquire another through stock
swaps. Further, the Industrial Revitalization Law
was passed, providing tax and credit relief to
firms (including foreign investors in Japanese
companies) which undertake government-
approved reorganization. The new bankruptcy
law (Civil Reconstruction Law) encourages
business reorgani zation, including spin-offs,
rather than forced liquidation of assets, as
previously. In addition, the concept of corporate
governance, such asthe role of boards of
directors, is also changing in ways which augur
well for increased investments, mergers and
acquisitions. Additionally, the United States has
been pleased with the increased interest in foreign
investment in Japan at the local level.

Nevertheless, government and business observers
from both countries recognize that much more
remainsto be done. The U.S. and Japanese
Governments agreed in 1999 to continueto
consult on investment issues and began organizing
ajointly-sponsored investment conference for the
spring of 2000 which will identify and publicize
the need to remove remaining structural and
regulatory barriersin order to improve the
investment climate in Japan.

4. Sectoral |ssues
a. Steel

The U.S. stedl industry endured tremendous
hardship in 1998 as a sudden and substantial drop
in demand for steel in Japan and the rest of Asia
created a huge oversupply, which Japanese
companies diverted to the U.S. market. Imports
from Japan increased 164 percent from 1997 to
1998, making Japan the main source of importsto
the U.S. market in 1998. Imports from Japan of
steel mill productsin 1999 fell 54 percent
compared to 1998.

On January 7, 1999, President Clinton sent a
report to the Congress, stating, among other
things, his expectation that Japan’ s exports will
return to appropriate pre-crisis levelsin 1999.
The Administration has since closely monitored
steel imports from Japan on a monthly basis and
stated that it stands ready, if necessary, to self-
initiate trade actions under U.S. safeguards and
antidumping laws, in order to ensure that steel
imports from Japan are rolled back.

In August 1999, the President announced that the
Administration would undertake bil ateral
initiatives with steel exporting nations, including
Japan, to address a broad range of unfair practices
that support economically unjustifiable capacity.
The high-level dialogue wasinitiated in
September 1999 at the Vice Ministeria level. The
first working level meeting took placein
November 1999. The primary topics of
discussions in the first round of meetings were
trade patterns, market conditions, and trade
policiesin Japan. Specificaly, the United States
focused on learning more about restructuring in
the Japanese economy, including how the
Industrial Revitalization Law will apply to the
steel sector. The United States stressed that in
order for restructuring to be successful, Japan
needed to encourage domestic and import
competition and avoid subsidies.
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In 1999, dumping orders were issued against
Japan on certain hot-rolled carbon steel flat
products and stainless steel sheet and strip in
coils. Inaddition, U.S. steel producers and
workers requested Department of Commerce
dumping investigations against Japan on
cut-to-length carbon-quality steel plate;
cold-rolled flat-rolled carbon-quality steel
products; structural steel beams; carbon and alloy
seamless standard, line, and pressure pipe; certain
tin mill products; and stainless steel hollow
products.

b. Rice

Japan’ s highly protected rice market has long been
atarget for liberalization efforts. During the
Uruguay Round, Japan agreed to crack open the
door to its domestic rice market by establishing a
minimum access commitment for rice imports.
Under this agreement, Japan committed to import
379,000 metric tonsin 1995/96. This quota was
to grow to just over 758,000 tons at the end of the
Uruguay Round implementation period
(2000/2001). Sincethe Uruguay Round, the
United States has been the single largest foreign
supplier of rice to the Japanese market, supplying
approximately one-half of total imports.

On April 1, 1999, a new Japanese rice regime
went into effect that transformed the existing
import quota system into atariff quota system.
Under “tariffication,” a specific duty is applied to
imports outside of Japanese minimum access rice
imports.

The U.S. rice industry has worked assiduously to
meet the demands of the Japanese market. In
cooperation with its Japanese customers, it has
improved its production, handling, and milling
techniques for the unique varieties that are
produced specifically for the Japanese market. To
advance this effort, the U.S. rice industry has
actively engaged in technical discussions with
Japan. In addition, the U.S. rice industry made
tremendous efforts to improve its price

competitiveness under the simultaneous-buy-sell
(SBS) tendering system.

In 1999, the United States held a number of
discussions with the Japanese Government to
examine the effects of Japan’s new policies on
accessto itsrice market. Through these talks, the
United States conveyed its expectation that the
U.S. rice industry would achieve continued access
to Japan’ srice market in line with that of the past
four years. The United States reserved the right to
consider, if it deemed appropriate, any and all
options with respect to the new Japaneserice
regime, including WTO options. At the same
time, the United States and Japan agreed to hold
periodic consultations on a number of agricultural
issues, including access to Japan’ s rice market.
The first such meeting took place September 1999
in Geneva. At that meeting, the United States
urged that the Japan Food Agency administer its
import system in atransparent manner that would
allow U.S. rice exporters to develop effective
commercial relationships with end-usersin Japan
and to give consideration to revising its SBS
system so that the market is allowed to function in
anormal way.

In line with the U.S. expectation, U.S. producers
achieved a 47.9 percent share of Japan’sforeign
rice purchases in 1999, up slightly from the
previous year.

The United States will continue to closely monitor
Japan’ srice purchases, and will consider al of its
options to respond to Japan’s policiesin the event
that circumstances change.

5. Multilateral/WTO Disputesand
Settlements

Consumer Photographic Film and Paper: An
interagency monitoring and enforcement
committee was established in February 1998 to
review implementation of formal representations
made by Japan to the WTO regarding its efforts to
ensure the openness of its market to imports of
photographic film and paper. The committee
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issued its second semi-annual monitoring report in
June 1999, which was based on surveys of the
Japanese photographic film and paper market and
information and data obtained from U.S. and
foreign film manufacturers and the Japanese
Government.

Related to Japan’ s enforcement of the
Antimonopoly Law and efforts to promote
competition, the JFTC undertook two important
steps: (1) warned Japan’s Photosensitive Materials
Manufacturers Association to cease exchange of
data, which could constitute a violation of the
Anti-Monopoly Law; and (2) improved the
transparency of its application of the Premiums
Law, thereby blocking its use to restrict
competition. While noting such positive steps
undertaken by the JFTC to reduce
anti-competitive behavior in the sector during the
period surveyed, the report noted that further
efforts by Japan were needed to improve the
competitive conditions in Japan’ s photographic
film and paper sector.

Further, as large stores are a key sales channel for
foreign firms, including film manufacturers,
Japan’ simplementation of the new Large-Scale
Retail Store Location Law has been of key interest
to the U.S. Government. In the Second Joint
Status Report under the Enhanced Initiative, the
United States received assurances from the
Government of Japan that it will take measures to
facilitate the consistent, transparent, and
predictable application of the law. In addition, the
report noted that, overal, MITI has taken limited
action to ensure that the distribution system is
open and that Japanese wholesalers and retailers
are familiar with the MITI Business Practices
Guidelines. The United States urged MITI to be
more proactive in this regard.

The monitoring and enforcement committee
continues to closely monitor foreign access to this
sector and Japan’ s efforts to open this market in
accordance with its WTO representations. The
committee will release the next semi-annual film
monitoring report in 2000.

Varietal Testing of Fruits: In October 1997, the
United States invoked dispute settlement
procedures against Japan regarding its varietal
testing requirements. Japan required repeated
testing of established quarantine treatments each
time that a new variety of an already approved
commodity was presented for export. This
redundant reguirement had no scientific basis and,
because it imposed expensive and time-consuming
testing on American producers, served as a
significant barrier to market access. The United
States challenged these requirements as
inconsistent with Japan’ s abligations under the
WTO Agreement on the Application of Sanitary
and Phytosanitary Measures (the “ SPS
Agreement”).

The United States prevailed in WTO panel and
Appellate Body proceedings which concluded on
October 27, 1998, and February 19, 1999,
respectively. On March 19, 1999, the WTO
Dispute Settlement Body (DSB) adopted the panel
and Appellate Body findings that Japan’s varietal
testing requirement was: (1) maintained without
sufficient scientific evidence, in violation of
Article 2.2 of the SPS Agreement; (2) not based
on arisk assessment, in violation of Article 5.1;
and (3) inconsistent with Japan’ s transparency
obligations under paragraph 1 of Annex B, since
Japan did not publishits requirements. The
United States and Japan have been consulting
since that time on Japan’ s implementation of the
DSB’ s rulings and recommendations.

In addition to the WTO case, the United States
last year was concerned with Japan’s failure to
approve importation of five apple varieties and
two cherry varieties, despite U.S. Government
testing that demonstrated the effectiveness of
guarantine methods used by American producers
for each variety. The United Statesraised its
concerns with Japanese officials at senior levelsin
late 1998 and early 1999. Japan approved these
varietiesin mid-1999, in time for shipment of the
1999 crop of these U.S. products to Japan.
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D. Western Europe

Overview

The U.S. economic relationship (measured as
trade plus investment) with Western Europeisthe
largest and most complex on earth. Due to the
size and nature of the transatlantic economic
relationship, serious trade issues inevitably arise.
Sometimes small in dollar terms, especialy
compared to the overall value of transatlantic
commerce, these issues take on significant
importance as potential precedents for broader
U.S. trade policies. Thisis particularly truein the
case of U.S. disputes with the EU over EU import
policies respecting bananas and beef treated with
growth hormones. Despite U.S. WTO victories
against the EU’ s banana regime and the EU’ s ban
on U.S. beef from cattle treated with hormones,
the EU has not ended its discriminatory treatment
in these areas.

The fifteen member countries of the European
Union (EU) together comprise a market of some
370 million consumers with atotal gross domestic
product of over $8 trillion. U.S. goods exports to
the EU member states totaled $152 hillion in
1999, second only to Canada. Since 1992, U.S.
goods exports have increased 41 percent,
including a 1.8 percent increase in 1999. Jobs
supported by goods exports to the EU have
increased from an estimated 1.3 million in 1992 to
an estimated 1.4 million in 1998 (latest data
available).

From its originsin the 1950s, the EU has grown
from six to fifteen member states, with Austria,
Finland, and Sweden becoming the newest EU
members states on January 1, 1995. The other
major trade group within Western Europe isthe
European Free Trade Association (EFTA), which
through 1994 included Austria, Finland, Iceland,
Liechtenstein, Norway, Sweden, and Switzerland
(Austria, Finland, and Sweden ceased EFTA
membership upon their accession to the EU).
Formed in 1960, EFTA provides for the
elimination of tariffs on manufactured goods and

select agricultural products that originate in, and
are traded among, its member states.

In late 1991, the EFTA countries and the EU
reached agreement on the formation of a European
Economic Area (EEA), designed to strengthen
significantly the free trade agreement aready in
place between the two groups. Switzerland
rejected the EEA in areferendum at the end of
1992. A revised EEA (excluding Switzerland)
entered into force on January 1, 1994. In practice,
the EEA involves adoption by the EFTA
signatories of approximately 70 percent of EU
legislation.

Highlights of the achievements of this
Administration since 1993 include;

> Enhancing Transatlantic Economic
Cooperation. At the U.S.-EU Summit of
May 1998, the President and his
counterpart Leaders from the European
Union launched the U.S.-EU Transatlantic
Economic Partnership (TEP), whichis
designed to reduce barriers to bilateral
U.S.-EU trade and to improve U.S.-EU
cooperation on arange of trade issues.
The TEP has three components. (1)
negotiations to reduce barriers to bilateral
trade in services, industrial goods, and
agricultural products; (2) cooperative
efforts in the World Trade Organization
(WTO) and other international
organizations to reduce or eliminate
barriers that hinder international trade and
capital flows and to address other related
issues, such as trade and the environment
and support for core labor standards; and
(3) efforts to enhance the transatlantic
dial ogue between business,
non-governmental organizations, and
governments on trade and investment
matters. The TEP will be an on-going
process of achieving and implementing
results as they occur.
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> Reducing Unnecessary Barriersto
Transatlantic Trade. The United States
and EU concluded a Mutual Recognition
Agreement (MRA) in order to improve
market access, reduce costs and shorten
the time required to market many U.S.
products in the EU, while maintaining our
current high levels of health, safety and
environmental standards. Product sectors
covered by the U.S.-EU MRA now
represent over $50 billion in annual
two-way trade. The MRA, which entered
into force in December 1998, will alow
conformity assessment (product tests,
inspections, certifications) to be
performed in the United States to EU
requirements, and vice-versa. When fully
implemented, the MRA will eliminate
duplicative assessments for productsin
the following sectors: telecommunications
and information technology equipment;
network and electromagnetic
compatibility (EMC) for electrical
products; electrical safety for electrical
and electronic products; good
manufacturing practices (GMP) for
pharmaceutical products; product
evaluation for certain medical devices,
and safety of recreational craft.

1999 Activities

The EU in 1999 intensified its efforts to degpen
the economic and political integration of its
member states. The pace of additional western
European integrative efforts over the next few
yearsis being set first by the experience of
implementing the Economic and Monetary Union
(EMU) established by the EU’s Maastricht Treaty,
which went into force on November 1, 1993, and
amendments to Maastricht which emerged from
the 1997 EU Intergovernmental Conference (1GC)
—the so-called Amsterdam Treaty. Under the
Maastricht Treaty schedule, eleven member states
on January 1, 1999 launched in earnest the EMU
program, the most prominent feature of whichis
the introduction of the new European single

currency (the “euro”), set to replace national
currencies in participating member states by 2002.

The second major factor affecting the pace of
European integration will be the process of
enlarging the EU to include new members to the
East and South. The EU has sighed association
agreements and other types of free trade
arrangements with the Czech Republic, Slovakia,
Hungary, Poland, Bulgaria, Romania, Latvia,
Lithuania, Estonia, Albania, Slovenia, Isradl,
Algeria, Morocco, and Tunisia. The EU hasalso
negotiated a customs union with Turkey. In
November 1998, the EU formally launched
substantive accession negotiations with six
“first-tier” candidate countries: Poland, the Czech
Republic, Hungary, Slovenia, Estonia and Cyprus.
In late 1999, the EU declared it would also begin
formal negotiations for accession with Slovakia,
Romania, Bulgaria, Lithuania, Latviaand Malta
(Turkey remains an accession candidate, with no
EU commitment to commence formal
negotiations). No firm target has been set for
completing any of the accession negotiations, but
some candidate states have expressed concern that
the process could last for anumber of years.

In 1999, USTR devoted considerable resources to
addressing pressing or potential trade problems
with the EU and itsindividual member states, as
well asto efforts to enhance the transatlantic
economic relationship. As part on our ongoing
dialogue with the European Union under the TEP,
we now have agreement with the EU to launch
negotiations on: mutual recognition agreements
(MRA) in key services sectors (insurance,
engineering and architecture); an additional MRA
annex for marine safety equipment; and an
agreement on the mutual acceptance of calibration
certificates. We aso have agreed to establish a
pilot project to track biotechnology product
approvals simultaneously through our respective
regulatory systems. We have continued efforts to
reach understandings with the EU that would lead
to EU compliance with WTO dispute settlement
rulings on bananas and beef and to resolve other
bilateral trade problems. In addition, with respect
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to the WTO ruling in the Foreign Sales
Corporation (FSC) case (see Chapter V1 for a
fuller discussion of this case), we will work to
resolve the situation in amutually satisfactory
manner and to ensure that this issue does not
seriously damage our overall bilateral
relationship.

The extent of USTR activity on abilateral basis
with respect to the EFTA statesin 1999 was
modest, though both Norway and Switzerland
have made inquiries concerning possibilities for
further regulatory cooperation.

1 Transatlantic Economic Partner ship

At the May 1998 U.S.-EU Summit in London,
President Clinton and EU L eaders announced the
Transatlantic Economic Partnership initiative,
which seeks to deepen and systematize the
cooperation in the trade field launched under the
New Transatlantic Agenda process begun in 1995
(see below). Inthe TEP, thetwo sidesidentified a
number of broad areas in which they committed to
work together in order to increase trade, avoid
disputes, address disagreements, remove barriers
and achieve mutual interests. These areas include:
technical barriersto trade, agriculture, intellectual
property, government procurement, services,
€lectronic commerce, environment and labor. In
addition, the United States and EU agreed to put
an emphasis throughout the initiative on shared
values, i.e. they agreed to more fully involve
citizens and civil society on both sides of the
Atlantic in trade policy so asto strengthen the
consensus for open trade. Cooperation under the
TEP occurs with respect to bilateral matters, as
well asin the context of multilateral activities
such asinthe WTO. The TEP Action Plan,
endorsed by Leaders at the December 1998 U.S.-
EU Summit in Washington, lays out specific goals
under each of the above categories which the two
sides hope to achieve as soon as possible.

Under the TEP in 1999, the United States and EU
agreed to establish a project to examine the
regulatory processes on each side connected with

the issue of biotechnology. Thetwo sides also
agreed to attempt development of common
guidelines for cooperation in the regulatory field —
an areaincreasingly seen by the business
community as impacting the further deepening of
transatlantic commercial ties. In addition, under
TEP auspices, the United States and EU will begin
negotiating new agreements and other forms of
cooperation for mutual recognition of regulatory
processes in various industrial and services sectors
(see next section). Finally, U.S. and EU leaders
agreed at the June 1999 U.S.-EU Summit to use
TEP mechanismsto carry out part of ajoint effort
to identify — and hopefully defuse — potential trade
problems at an early stage, before they become
irritants to the bilateral economic relationship.

Public Dialogues: Important companions to the
Transatlantic Economic Partnership initiative are
the various private dial ogues among European and
American businesses, labor organizations and
environmental and consumer groups. Thefirst of
these to be established, the Transatlantic Business
Dialogue (TABD), isaforum in which American
and European business leaders can meet to discuss
ways to reduce barriers to U.S.-European trade
and investment. Other dialogues —the
Transatlantic Labor Dialogue (TALD) and the
Transatlantic Consumer Dialogue (TACD), aong
with the Transatlantic Environment Dialogue
(TAED) — start from a similar premise, i.e., that
corresponding organizations on both sides of the
Atlantic should share views and, where possible,
present joint recommendations to governmentsin
both the United States and the EU on how to
improve transatlantic relations and to elevate the
debate among countriesin multilateral fora. All

of these dialogues held meetingsin 1999, from
which emerged a number of recommendations
related to trade policy issues. The United Statesis
committed to the full participation of civil society
in the trade policy process and intends to
cooperate closely with al the dialogues as it
worksto implement the TEP initiative.
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2. Standards, Testing, Labeling, and
Certification

A process of harmonization of technical
regulations and product standards is underway
within the EU. The U.S. Department of
Commerce anticipates that EU legidation
covering regulated products eventually may affect
half of all U.S. exportsto Europe. Given this
trade pattern, EU legislation and standardization
work in the regulated areasis of considerable
importance. Although there have been
improvements in some respects, a number of
problems related to this evolving EU-wide
regulatory process continue to cause concerns for
U.S. exporters. Among these concerns are: lagsin
the development of EU standards; lagsin the
drafting of harmonized legislation for regul ated
areas; inconsistent application and interpretation
by Member States of the legislation that isin
place; overlap among directives dealing with
specific product areas; gray areas among the scope
of various directives; and unclear marking and
labeling requirements for these regulated products
before they can be placed on the market.

In December 1998, the United States and the EU
began implementation of the U.S.-EU Mutual
Recognition Agreement (MRA) —in sectors
representing over $50 billion of annual two-way
trade. The MRA is designed to reduce duplicative
conformity assessment procedures, while
maintaining our current high levels of health,
safety and environmental protection. Once fully
implemented, the MRA will permit U.S. exporters
to conduct required conformity assessment
procedures (such as product testing and
inspection) in the United States according to EU
requirements, and vice versa. The sectors covered
by the current MRA include: telecommunications
and information technology equipment; network
and electromagnetic compatibility (EMC) for
electrical products; electrical safety for electrical
and electronic products; good manufacturing
practices (GMP) for pharmaceutical products;
product evaluation for certain medical devices,
and safety of recreational craft.

In 1999, the United States continued work to
enhance regulatory cooperation and reduce
unnecessary technical barriersto transatlantic
trade. Under the Transatlantic Economic
Partnership (TEP), the United States and EU
advanced our bilateral regulatory cooperation
workplan, including agreement to: negotiate an
additional annex to the U.S.-EU MRA on marine
safety equipment; complete preparatory work on a
possible MRA annex on road safety equipment;
and reach an agreement on mutual acceptance of
calibration certificates. We aim to conclude these
agreements in 2000, as well asto develop jointly
agreed guidelines and principles for effective
regulatory cooperation and more transparent
regulatory procedures. In addition, the TEP will
be used to conclude precedent-setting mutual
recognition agreements and other cooperation in
the services field — beginning with sector-specific
negotiations in the areas of insurance, engineering
services and architectural services.

3. Telecommunications

Since 1985, the United States has pressed
European nations to open their markets to foreign
telecommunications equipment. Important items
of concern remain, such as the discriminatory
procurement policies of some state-owned
telecommunications firms. For example,
telecommuni cations administrations in some EU
countries still procure their network equipment
from domestic national suppliers whenever
possible without opening up the processto foreign
competition.

The United States is concerned that the EU’s
adoption of a Common Position on the
Introduction of Universal Mobile
Telecommunications Services (UMTS) in
December 1998 does not adequately reflect the
advent of competition under the WTO Basic
Telecommunications Agreement, which took
effect on February 5, 1998. While the stated
intention may be to assure a minimum level of
interoperability in Europe, the fact remains that
the Common Position confers regulatory certainty

238

1999 ANNUAL REPORT



and therefore a market advantage upon the subset
of third generation mobile telecommunications
technol ogies eventually authorized by the
European Telecommunications Standards I nstitute
to provide UMTS. In accordance with the
European Community and Member States WTO
commitments, EC Member States should instead
license and assign radio spectrums to the
maximum number of service providers without
regard to technology, based on the third
generation standards that have emerged from
industry-led negotiations in the International
Telecommunication Union (ITU). (More details
on 1999 devel opments are provided in the
Telecommunications section of Chapter V1.)

Europe isin the process of implementing
wide-ranging liberalization in its
telecommunications services market. The
European Community and Member States, with
limited exceptions, committed to provide market
access, national treatment, and fair regulatory
practices as part of the WTO Basic
Telecommunications Agreement. Greece, Ireland,
Portugal, and Spain made subsector-specific
reservations in the WTO agreement, mirroring
derogations granted under EU law that permit an
extraone to five years before the introduction of
competition. Ireland and Spain abandoned these
derogations and, as of December 1, 1998, opened
their markets to full competition.

The record of implementation under the
agreement so far is mixed. Many Member States
have begun licensing new entrants, and have
begun taking the steps necessary to compel former
monopolies to meet pro-competitive obligations
set forth in the WTO Agreement. However, some
governments have been slow to adopt or put in
place the legislative and regulatory mechanisms
necessary to implement EU directives. The
European Commission’s competition directorate,
formerly DG-IV, has taken an active stance in
bringing actions for noncompliance with EU
directivesin order to compel implementation.

4. Monitoring of the Large Civil
Aircraft Agreement

The United States held formal consultations with
the European Commission in March 1999 under
the terms of the 1992 U.S.-EU Agreement
Concerning the Application of the WTO
Agreement on Trade in Civil Aircraft on Tradein
Large Civil Aircraft. The Agreement established
specia limits governing government support to
large civil aircraft of 100 seats or more. At the
March 1999 meeting, the parties exchanged
information under the Agreement’ s transparency
provisions on direct and indirect government
support and discussed current devel opments with
respect to government involvement in large civil
aircraft manufacture and marketing, such as
government launch aid for new Airbus aircraft.
The United States made proposals for improving
the implementation of the Agreement with respect
to transparency and for progressively reducing
government support as called for by the
Agreement. However, no common basis was
found for making progress.

5. EU Banana Regime

In 1997, the United States won two WTO
proceedings (an independent WTO panel and the
WTO Appellate Body) against the EU’s
discriminatory banana regime, which has beenin
effect since 1993. The WTO found that the EU
had violated numerous provisions of the GATT
and GATS. The WTO determined that the EU
had deliberately confiscated a major share of the
banana business developed by United States and
Latin American companies and transferred it to
EU companies and EU domestic banana growers.
The WTO also determined that the EU unfairly
restricted imports of bananas grown in Latin
American countries compared to imports from the
EU’ sformer colonies.

In 1999, the United States won aWTO arbitration
that determined that the EU bananaregimeis
hurting the U.S. economy by over $191 million
each year —i.e,, over $1.3 billion since 1993 — and
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authorized U.S. retaliation, namely imposing 100
percent duties on selected products we import
from the EU. The United States took this action
after nearly a decade of trying to convince the EU
to honor itsinternational trade commitments and
after the EU had lost two casesin the GATT.

The WTO rulings against the EU are avictory for
U.S. exporters of services and agricultural
products. The EU cannot impose discriminatory
laws against U.S. service providers (e.g., wireless
communication, delivery services) without
running afoul of WTO rules. The EU cannot erect
agricultural barriers that treat U.S. exports
differently than those from other countries without
violating its WTO obligations.

U.S. policy consistently has been to press the EU
to adopt a WTO-consistent banana regime that
also enables the vulnerable Caribbean countries to
continue exporting their bananas. U.S. officials
have presented the EU several proposals that
would do just that, and have coordinated these
views with Latin American countriesinvolved in
this dispute. The Caribbean countries themselves
recently submitted a proposals to the EU that
would achieve these twin goals. The United
States has endorsed the Caribbean proposal; the
EU hasnot. The United States will continue to
press the EU to comply with its WTO obligations,
including by intensifying on-going negotiations
with the Commission, consultations with EU
Member States, and statementsin the WTO
Dispute Settlement Body.

6. Approval of Biotechnology Products
intheEU

EU legislation covering biotechnology has proven
to be unpredictable, cumbersome, and
non-transparent, and the EU’ s approval system
has ceased to function. Whilein the past the EU
approved several U.S. agri-biotech products, none
has been approved since April 1998. In June
1999, some of the EU’s Environmental Ministers
declared a moratorium on new approvals of agri-
biotech products until amendments are completed

to the EU’ s Directive 90/220, which governs
approval of agri-biotech products. The United
States has lost $200 million annually in corn sales
since 1998 because of the delay, and additional
losses are possible in 2000 because of continued
approval delays for other agri-biotech corn
varieties.

The United States continues to press concerns
about the EU’ s regulatory processes for approving
agri-biotech products and is continuing a dialogue
with the EU on these issues. Both sides agreed in
late 1998 to use the Transatlantic Economic
Partnership to set up a Biotechnology Group to
identify and address differences in regulatory
processes that delay the approval processin the
EU. This Group met periodically during 1999 and
will meet again in the spring of 2000. In addition,
President Clinton and EU Commission President
Prodi agreed to a high-level dialogue to try to
address awide range of issues involving this
technology. These senior officials have met twice
and plan to meet again in March and April, and
regularly thereafter to address these issues,
including market access abstacles. U.S. agencies
are devel oping proposals to overcome difficulties
in the EU’ s approval process.

7. Ban on Growth Promoting
Hormonesin Meat Production

The United States won two WTO proceedings
against the EU’ s ban on U.S. beef, which it
imposed due to the use of certain growth
promoting hormones in livestock production.
Because the EU hasinsisted on maintaining its
1989 ban on U.S. beef — despite years of
international scientific evidence indicating use of
the hormones in questions presented no health risk
—in 1996 the United States initiated formal WTO
dispute settlement proceedings with the EU. In
June 1997, an independent WTO panel found in
favor of the United States on the basis that the
EU’ s ban on imported meat from animals treated
with certain growth-promoting hormonesis
inconsistent with the EU’ s obligations under the
WTO Agreement on the Application of Sanitary
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and Phytosanitary Measures (SPS Agreement). In
particular, the panel report affirmed that the EU’s
ban is not based on a scientific risk assessment.

In January 1998, the WTO Appellate Body upheld
the panel’ s finding that the EU’ s ban on imported
meat from animals treated with certain
growth-promoting hormones is inconsistent with
its obligations under the WTO SPS Agreement.

In 1999, the WTO authorized U.S. trade
retaliation because the EU failed to comply with
the WTO rulings by the WTO-mandated deadline
of May 13, 1999. In July, the United States
suspended concessions on $116.8 million of U.S.
imports from the EU after receiving WTO
authorization. The U.S. action involved
increasing duties to 100 percent on imports of
certain products from the EU.

The United States has proposed to the EU waysto
provide access for U.S. beef, including labeling
U.S. beef and expansion of the EU’ s non-hormone
beef quota, as atemporary measure while the EU
istaking the necessary steps to comply with the
WTO. U.S. and EU officials are assessing
whether the latter approach isfeasible; if so,
negotiations would begin in the spring of 2000.

8. Veterinary Equivalence

Asapart of the Single Market initiative, the EU
harmonized its animal and public health standards
among Member States. In harmonizing these
standards, the EU introduced new import controls
for animal and animal products that threatened to
disrupt U.S. exportsto the EU. On April 30,
1997, USDA Secretary Glickman announced that
the United States and the European Union had
reached an agreement on an overall framework for
recognizing each other’s veterinary inspection
systems as equivalent. The agreement is expected
to open new opportunities for red meat exports
and preserve most pre-existing trade in products
such as pet food, dairy and egg products. Without
this agreement, U.S. exports of some products,
including egg products and dairy products, would
have been blocked from the EU market unless

U.S. industries invested in costly adjustments to
their facilities to comply with each EU internal
market requirement. The agreement was signed
on July 20, 1999 and became effective on August
1. Thetwo parties are now consulting on waysto
implement the agreement, which covers more than
$1.5 billion in U.S. animal and animal product
exportsto the EU and an equal value of EU
exports to the United States.

While conditions for trading poultry and poultry
products will be less restrictive under the
agreement, U.S. poultry plants using certain anti-
microbial treatment are not able to ship to the EU.
The EU will not accept our use of certain anti-
microbial treatments such as chlorine despite the
fact that such treatments are an important element
in modern poultry and red meat processing. The
United States continues to explore ways of
resolving thisissue in connection with its overall
review of implementation of the Equivalence
Agreement.

0. EC Communications on Food Safety
and the Precautionary Principle

In January and February 2000, the European
Commission (EC) published two papers. “White
Paper on Food Safety” and “ Communication on
the Precautionary Principle.”

The paper on food safety describes a new
European Food Authority to be established in
2002. Although it will lack regulatory authority,
it will provide scientific advise to the EC and the
European Parliament by virtue of itsanalysis. The
United States plans to review this new institution
to identify new opportunities to exchange
experiences and information on the application of
science-based approaches to assure food safety.

The communication on the precautionary principle
is adocument purporting to define the concept of
the “ Precautionary Principle” (i.e., theideathat
scientific uncertainty should not keep a country
from exercising precaution to protect the
environment, human, animal and plant health and
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life). The purpose of the document isto inform
all interested parties on how the EC intends to
apply this concept and to establish guidelines for
the use of its version of the principle.

During 1999, precaution as a topic has been under
discussion in numerous international fora,
including the Codex Committee on Genera
Principle, the Codex Committee on Food Import
and Export Inspection and Certification Systems
and the Organization for Economic Cooperation
and Development ad hoc Group on Food Safety.
Thisinternational dialogue is expected to continue
well into 2000. The United States plans to review
the EC’ s perspective on this important, complex
topic, including itsimplications for a new
European Food Authority.

The United States understands the European
Commission’s interest in developing guidance for
its Member States on the uniform application of
precaution across the European Union in matters
relating to the protection of the environment,
plant, animal and human health and life. But, like
the EC, we agree that the term “precaution” must
not be used as a guise for trade protectionism.

Given that regulators often have to act on the
frontiers of knowledge and in the absence of full
scientific certainty, precaution has been an
essential element of the U.S. regulatory system for
food and environmental safety, manufacturing,
construction, and production, since before the turn
of the last century. We believe that precaution
must be exercised as part of a science-based
approach to regulation, not a substitute for that
approach, in order to provide the highest level of
consumer and environmental protection.

We continue to seek ways to improve this
protection — nationally and internationally.

10.  Specified Risk Material Ban
On July 30, 1997, the European Commission

adopted Commission Decision 97/534/EU,
commonly known as the Specified Risk Material

(SRM) ban. However, the decision has not been
implemented. The goal of the ban isto avoid
health risks related to Transmissible Spongiform
Encephal opathies (TSES), such as, Bovine
Spongiform Encephalopathy (BSE or “mad cow
disease”) or new variant Cruetzfeld-Jakob Disease
(nvCJD). The ban prohibits the use of specified
risk materials (defined as the skull, including the
brain and eyes, tonsils, and spinal cord of cattle,
sheep and goats aged over one year and the
spleens of sheep and goats) in any products sold in
the European market.

If implemented as currently written, the Decision
could unnecessarily result in shortages of critical
medications in Europe and cause significant
disruption of international trade. The Decision
threatens U.S. exports to the EU of
pharmaceuticals, cosmetics, gelatin, tallow and its
derivatives, pet food and many other food and
consumer products. The estimated trade impact
for the United States exceeds $4 billion in exports;
sales of products manufactured in Europe by U.S.
companies also may be affected. In addition to
the trade impact, U.S. public health agencies are
concerned that the measure would cause
international shortages of needed pharmaceutical
products containing gelatin and tallow, adversely
affecting public health.

The United States continues to press the EU for an
exemption from the SRM ban based on the fact
that BSE does not exist in the United States, and
that U.S.-sourced products are therefore safe. A
new proposal was put forth by the Commissionin
December 1999, which would replace the prior
SRM ban decision (97/534). The new decision
does differentiate between high-risk and low-risk
animal products and takes into account the level

of BSE incidence in the Member State or third
country of origin. The EU delayed
implementation of its SRM ban several times with
the most recent being to July 1, 2000. During
these delays, the EU was working to amend the
ban to avoid a public health crisis and unnecessary
trade disruption.
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11. Wine

U.S.-EU wine negotiations were successfully
launched in 1999 following several years of
discussions concerning various market access
problems. The negotiations became possible
when, in response to U.S. insistence, the EC
Council in December 1998 approved an extension
of the existing derogations for U.S. wine making
practices for 5 years or until an agreement is
reached, whichever comesfirst. EC Commission
and United States' negotiators met threetimesin
1999, gaining valuable information about each
other’ sregulatory systems for wine that will help
them achieve a bilateral agreement. Negotiations
will continue in 2000 with the next meeting
planned for mid-March. The United States
continues to be concerned about the EU’s
requirements for the review and approval of wine
making practices, and has questioned the EU’s
export subsidies and subsidies to its grape growers
and wine producers. A major EU concern isthe
use of semi-generic hames on some U.S. wines.
Other issues include tariffs, approval procedures
for labels, the use of certain terms on labels, and
import certification. The United States will
continue in the negotiations to press the EU to
give U.S. wine makers equitable access to the EU
wine market.

E. Mediterranean/Middle East

Overview

U.S. trade relations with the countries of Northern
Africaand the Middle East, while to date
relatively modest, have considerable potential
value in terms of both U.S. commercial and
foreign policy interests. The U.S.-Israel Free
Trade Agreement, together with the Trade and
Investment Framework Agreements (TIFAS)
established with several countriesin the region,
provide the context for our bilateral trade policy
discussions with these countries, which are amed
at increasing U.S. exportsto the region and
assisting in the development of intra-regional
trade.

Highlights of the achievements of this
Administration since 1993 include:

> Extending the Benefits of Free Trade to
the Palestinian Authority by Expanding
the U.S-Israel Free Trade Agreement. In
1996, the Administration expanded the
1985 U.S--Israel Free Trade Area
Agreement with an Agreement on Trade
in Agricultural Products that provides for
improved market access for U.S.
agricultural commodities. 1n 1998, the
Administration succeeded in increasing
the tariff-rate quotafor U.S. in-shell
almonds; facilitating the importation of
U.S.-manufactured automobiles, and
simplifying packaging and pricing
procedures for U.S. exportsto Isragl. In
1996, the Administration strengthened
trade and the peace process by extending
duty-free treatment under the U.S.-1srael
FTA to products from the West Bank and
Gaza Strip. Under this arrangement, the
United States has received assurances
from the Palestinian Authority of
reciprocal duty-free treatment of U.S.
products entering those areas.

> Promoting the Middle East Peace Process
by Establishing Qualifying Industrial
Zones (QlZ). In 1998, the Administration
passed legislation to designate the first of
several industrial parksin Jordan, Israel
and Egypt as a*“Qualifying Industrial
Zone” from which goods can enter the
United States duty-free. By attracting
Jordanian, Israeli and outside investors,
these industrial zones are part of the
Administration’s broader efforts to bring
peace to the Middle East, by encouraging
greater economic cooperation and
interdependence among countriesin the
region. Thefirst QIZ in Jordan, Irbid,
opened in 1998. The Administration
continues to designate additional
qualifying industrial zones, further
increasing employment and investment,
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and encouraging stability in avolatile
region.

1999 Activities

With respect to the Mediterranean/Middle Eastern
region, in 1999 we expanded and strengthened our
bilateral and regional trade relationships with key
partners Jordan, Morocco, Egypt and Turkey by
negotiating bilateral Trade and Investment
Framework Agreements (TIFA) with each. Each
TIFA establishes a bilateral Trade and Investment
Council that enables USTR-chaired
representatives to meet directly with our
counterparts regularly to discuss specific trade and
investment matters and to negotiate the removal

of impediments and barriers to trade and
investment. In 1999, we further expanded the
establishment of Qualifying Industrial Zones.
Working closely with the Governments of Israel
and Jordan, we succeeded in designating
additional qualifying industrial zones in the region
in order to help attract investment and strengthen
economic integration in the region. In 1999, we
designated the Industrial Park in Gateway, Al-
Kerak Industrial Estate, Ad-Dulayl Industrial
Park, and Al-Tgjamouat Industrial City in Jordan
as four additional qualifying industrial zones.

1. Qualifying Industrial Zones

On March 6, 1998, USTR designated an industria
park in the city of Irbid, Jordan as the first
“Qualifying Industrial Zone” (QlZ) from which
goods can enter the United States duty-free. This
action was pursuant to legislation passed by the
Congress in October 1996, authorizing the
President to proclaim elimination of duties on
articles produced in the West Bank, Gaza Strip,
and qualifying industrial zonesin Israel and
Jordan and Israel and Egypt. While so far Egypt
has decided not to take advantage of this option,
Israel and Jordan have moved ahead. By 1999,
four zones had been designated as qualifying
industrial zones, from which goods produced
through Israeli-Jordanian cooperation can enter
the United States duty-free. These QIZs support

the Administration’s overall goal of encouraging
inter-regional cooperation. President Clinton
issued a November 1996 proclamation delegating
the authority to designate qualifying industrial
zones to the U.S. Trade Representative and
providing duty-free treatment to products of the
West Bank and Gaza.

2. Trade and Investment Framework
Agreements

In 1999, the Administration negotiated three
Trade and Investment Framework Agreements
with key regional partners, Egypt, Jordan, and
Turkey and began negotiations with Tunisia. An
earlier TIFA with Morocco was signed in 1995.
The Administration inaugurated successful
biannual Trade and Investment Council talks with
the Government of Egypt and annual talks with
the Government of Jordan in 1999 to review
bilateral and regional trade and investment issues
such as improving market access for U.S.
industrial and agricultural products, improving
intellectual property rights protection, and
promoting duty-free e-commerce. The United
States also negotiated a Trade and Investment
Framework Agreement with Turkey in September
1999, further expanding our bilateral relationship
and strengthening our regional approach. We
expect to have our first meeting in March 2000.

3. WTO Accession

The Administration supported Jordan’s successful
accession to the WTO in 1999. Negotiations with
Saudi Arabiaand Oman on their accession to the
WTO continue. In both accession negotiations,
the Administration continues to insist on entry
based on implementation of WTO provisions
upon accession and commercially meaningful
market access commitments for U.S. goods,
services, and agricultural products.

4. Intellectual Property Rights

Intellectual property rights protection remains a
leading Administration priority in the
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Mediterranean region. Because of continuing
concerns with Israeli efforts to reduce and
eliminate piracy of intellectual property, on May
1, 1999, Israel remained on the “ Special 301
Priority Watch List.” Egypt, Turkey, and Kuwait
also are on the Priority Watch List; while

L ebanon, Oman, Qatar, Saudi Arabia, and the
UAE are on the Watch List. Jordan, Y emen, and
Bahrain were removed from the list in recognition
of their efforts.

F. Central Europe and the
Newly Independent States

Overview

The United States has actively supported political
and economic reformsin Central Europe and the
Newly Independent States (NIS) of the former
Soviet Union. The United States continues to
provide financial, technical, and administrative
assistance designed to support movement within
these countries toward democracy and market
economies. A primary focus of U.S. efforts has
been to construct a framework for the
development of strong trade and investment links
between the United States and Central Europe and
the NIS. Thisframework includes negotiating
trade agreements to extend Normal Trade
Relations (formerly referred to as “most-favored
nation” or “MFN") tariff treatment to these
countries and to enhance intellectual property
rights (IPR) protection; extending Generalized
System of Preferences (GSP) benefits to eligible
countries; encouraging accession to the WTO; and
negotiating bilateral investment treaties to
guarantee compensation for expropriation,
transfersin convertible currency, and the use of
appropriate dispute settlement procedures.

Highlights of the achievements of this
Administration since 1993 include:

> Promoting Stability and Economic Reform
in Central Europe, Russia and the other
Newly Independent States. The

Administration from its start in 1993 to
the present has worked bilaterally and
multilaterally to promote economic
reform and cement democratic institutions
in order to ensure a permanent end to the
Cold War. Thus, it has sought to develop
strong, healthy trade and investment
relations with the countries of Central
Europe and Eurasia. Bilaterally, the
Administration has negotiated trade
agreements and investment treaties
throughout Central Europe and Eurasia.
These agreements have led countries of
the region to take key stepsin liberalizing
their trade regimes and removing barriers
to investment. In addition, the
Administration has encouraged these
countriesto join the WTO and to take on
obligations to keep their markets open.
Since 1993, eight countries in the region
have become members of the WTO and
another 14 states — including Russia and
Ukraine — applied for WTO membership.
Albania, Croatia and Georgia are expected
tojoin the WTO in 2000.

Sgnificantly Improving the Protection of
Intellectual Property Rightsin Central
Europe. The Administration has
vigorously sought to upgrade the level of
protection for intellectual property rights
in Central Europe and Eurasia. The
United States signed seven bilateral
intellectual property right agreementsin
the region, including, with the Baltic
states (1994), Hungary (1993), and
Croatia (1998). These agreements require
the introduction of domestic legidlation
and the joining of international
conventions that will provide adequate
and effective protection for copyrights,
including computer software, patents,
trademarks, and trade secrets. Further, the
Administration persuaded Bulgariain
1998 to close down pirate CD-production
facilities, which the U.S. copyright
industry estimated resulted in around
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$200 million ayear in lost revenues.
Overall, these countries have made great
strides in improving the level of
protection for intellectual property rights
since 1993, when they generally had
woefully inadequate |egislation.

> Ensuring Fair Competition in the
International Commercial Space Launch
Market. The Administration negotiated
bilateral agreements with Russia (1993)
and Ukraine (1996) setting out conditions
under which Russian and Ukrainian
commercia space launch services
providers could participate in the
international commercial space launch
market, so that the international market
was not disrupted by unfair competition
(the vast majority of commercial satellites
launched in this market are U.S.-built and
require U.S. government authorization for
export to other countries for launch). The
agreements contain requirements related
to the number of commercia launches
these countries can make while the
agreements remain in effect as well asthe
terms (including price) Russian and
Ukrainian launch providers can offer their
customers.

1999 Activities

In 1999, most Central European and Newly
Independent States (NI1S) countries overcame
significant impediments to make progress in their
efforts to devel op vibrant market-based
economies. Much of the region suffered
substantial economic hardship in 1999 primarily
stemming from the financial crisisin Russiaand
the economic slowdown in the region’s leading
trade partner, the European Union. Furthermore,
the war in Kosovo seriously disrupted trade and
economic devel opment throughout the Balkans.
Since the formal dissolution of the Soviet Union
at the end of 1991, each of the new independent
republics has also been working towards the goal
of devel oping market-based economies; however,

progress in some of these countriesis limited.
The nature of the reforms adopted and the speed
with which they are being implemented varies
considerably from country to country.

Against this backdrop, USTR undertook a number
of effortsin 1999 to stabilize and enhance U.S.
trade ties with Central European/NIS. We
negotiated an increase in the number of launches
to geo-synchronous Earth orbit permitted to
Russian space launch services providers under the
1993 Commercial Space Launch Agreement. We
drafted legislation, entitled the “ Southeast Europe
Trade Preference Act,” which was transmitted to
Congressin November. Thishill isanintegral
part of the United States commitment to promote
economic and political stability in this war-torn
region. The legislation would provide the
authority to establish duty-free treatment for
certain imports from the Balkans region for a
five-year term. In the agriculture area, the Polish
Government, responding to massive farmer
protests, proposed to exerciseitsright to raise
applied tariff rates on agricultural goods to the
much higher bound rates. Such a step could have
closed off one of the United States largest
agriculture exports markets in Central Europe and
Eurasia, which accounted for over $120 million of
exportsayear. Heavy and sustained U.S. pressure
combined with opposition from the European
Union convinced the Poles to abandon this
proposal.

We also in 1999 assisted in making substantial
progress in efforts to integrate the countries of
Central Europe and Eurasiainto the global
economic system through WTO membership. In
1999, Latvia and Estonia became WTO members,
they have a combined GDP of more than $10
billion. Also, we contributed to completing
negotiations with Albania, Croatia and Georgia,
which will be the first Balkan countries and only
the second country from the Newly Independent
Statesto join the WTO. These countries, which
have a combined GDP of over $20 hillion, are
expected to join the WTO in 2000. Finally, we
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played an instrumental role in bringing to closure
Jordan’sWTO accession.

United States efforts to address specific trade
issues and problems in the Europe and
Mediterranean region are described below:

1. Normal Trade Relations Status

All of the Central European countries, except
Serbia-Montenegro, and all of the NIS countries
receive NTR tariff treatment. Aspart of U.S.
sanctions policy, the President revoked NTR from
Serbia-Montenegro. While certain sanctions
against Serbia-Montenegro were lifted in 1996
pursuant to the peace accords negotiated in
Dayton, Ohio, NTR tariff treatment was not
restored.

The United States has some form of trade
agreement with al of the Central European and
NIS countries. In addition to these general trade
agreements, the United States has concluded a
variety of trade agreements concerning specific
product areas with various Central European
countries and the NIS, such as on firearms with
Russia, textiles with Romania and Macedonia,
poultry with Poland and Russia, and space
launches with Ukraine and Russia (see below).

Under Title IV of the Trade Act of 1974 (the
Jackson-Vanik provisions), the President is
required to deny NTR tariff treatment to any
non-market economy that was not eligible for
such treatment and that the President determines
denies or serioudly restricts or burdensiits citizens
right to emigrate, unless the President determines
that awaiver of the requirement will substantially
promote the legislation’s objectives, or has
reported to Congress that an affected country
complies fully with the legislation’s emigration
requirements. In addition, the Jackson-Vanik
provisions require affected countries to have a
trade agreement with the United States, including
certain specified elements. Title IV appliesto
Russia, Ukraine, the other ten NIS republics and
Albaniawithin the region. In theregion, the

President has determined that Albania, Russia
and all of the other NIS except Belarus arein full
compliance. Belarus continuesto receive NTR
tariff treatment under annual waivers. Congress
must enact a law to terminate application of Title
IV to acountry.

In December 1991, Congress confirmed that Title
IV no longer applies to Estonia, Latvia, and
Lithuania. Pursuant to specific legislation, the
President also terminated application of Title 1V
to the following countries and accorded them
unconditional NTR status: the Czech and Slovak
Federal Republic (now the Czech Republic and
Slovakia-- April 1992), Hungary (April 1992),
Bulgaria (September 1996), and Romania
(November 1996). Title 1V never applied to
Poland or the former Socialist Federal Republic of
Yugodavia. Asof January 1999, legidation to
permanently remove the Kyrgyz Republic and
Albaniafrom application of Title IV has passed
the Senate and is awaiting passage by the House
of Representatives.

2. Intellectual Property Rights

As part of the effort to ensure adequate and
effective protection of intellectual property rights,
the United States has concluded bilateral
agreements covering | PR protection throughout
Central Europe and the NIS. The IPR provisions
aretypically contained in either a bilateral trade
agreement or a bilateral investment treaty or, less
frequently, in a stand-alone bilateral PR
agreement. Further, all the countriesin the region
that are members of the WTO are required to
afford the protections specified in the WTO's
Agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS). The United
States has worked closely with countriesin the
region to improve the level of IPR protection and
has provided significant technical assistancein
thisregard. During the 1990s, customs and law
enforcement authorities throughout Central
Europe and the NIS made slow progressin
improving their enforcement efforts.
Consequently, piracy remains a serious problem.
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Moreover, Russia, Ukraine and many of the NIS
countries still have not fully implemented the IPR
provisions of their bilateral agreements; the
United States continues to work with them to
bring them into compliance. Also, USTR has
consulted with many of the WTO membersin the
region to help them prepare to meet the TRIPS
obligations that entered into force on January 1,
2000 for devel oping countries and countries
whose economy isin transition. 1PR issuesin
four countries merit special mention.

a. Ukraine

Ukraine has made significant progressin enacting
IPR legidlation and joining key IPR international
conventions since gaining itsindependencein
1991. It ratified the Geneva Phonogram
Convention in 1999. However, major deficiencies
in the IPR regime continue, especialy in the area
of enforcement, which remains weak and

gporadic. Piracy of U.S. films, videos, sound
recordings, and computer software is widespread.
Most urgently, several plants that produce
unauthorized optical media products (CDs and
CD-ROMSs) have sprung up in Ukraine. These
plants export their pirated products to other
countriesin Europe, resulting in large estimated
lost revenues for the U.S. recording industry. In
response, USTR in April 1999 elevated Ukraine to
the Special 301 “Priority Watch List” and held
high-level consultationsin December with
Ukrainian authorities about addressing this
problem. Re-elected President Leonid Kuchma
and other key Ukrainian officials have expressed a
willingness to tackle this problem. Other
problems include registration and protection of
trademarks and the need for Ukraine to provide
protection, as required by the bilateral trade
agreement, to pre-existing U.S. copyrighted works
and sound recordings still under protection in the
United States. Another major deficiency isthe
lack of authority on the part of Ukrainian Customs
for border enforcement.

b. Bulgaria

In 1999, Bulgaria successfully turned around its
serious problem with the production and export of
pirated optical media. In January 1998, USTR
elevated Bulgariato the Specia 301 “Priority
Watch List” during an out of cycle review because
of itsfailure to adequately combat this piracy. In
consultation with U.S. officials and U.S. industry,
Bulgarian authorities undertook a series of strong
enforcement measures to reduce significantly the
production and export of pirated optical media.
Because of these measures, USTR was able to
move Bulgariato the Special 301 “Watch List” in
November 1998 and to remove it from all Special
301 listsin April 1999.

C. Poland

Poland hasaWTO TRIPS obligation to provide
by January 1, 2000, fifty-year protection for sound
recordings. The Polish Government submitted
draft legislation in 1999 to Parliament that would
provide such protection. Although Poland failed
to meet the deadline for enacting such legislation
by the end of 1999, the Polish Government
predicts that the legislation will be passed in 2000.

d. The Russian Federation

Russia has enacted comprehensive laws to protect
IPR, but certain major deficiencies remain. Most
notably, enforcement of IPR remains a pervasive
problem. The prosecution and adjudication of
intellectual property cases remains weak and
sporadic, thereisalack of transparency, and a
failure to impose deterrent penalties. Customs
administration also needs significant
strengthening. Piracy of U.S. films, videos, sound
recordings, and computer software remains
pervasive. Russia has yet to provide protection, as
required by our bilateral trade agreement, to pre-
existing U.S. copyrighted works and sound
recordings still under protection in the United
States. Some U.S. companies have also had
difficulty registering well-known marks, and
trademark infringement is reportedly on the rise.
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In April 1999, Russia was again placed on the
Specia 301 “Priority Watch List” because of
these and other problems. In 1998, the U.S.
Government began a U.S. Government-wide |P
law enforcement technical cooperation program
with Russia which was proposed as part of the
U.S.-Russia Joint Commission chaired by Vice
President Gore and the Russian Prime Minister.
Since 1998, this group has intensified technical
assistance on both enforcement and WTO
requirements. Training for 12 key Moscow-based
prosecutors took place in Washington during the
week of July 26, 1999 with positive results. In
addition, the U.S.-Russia Bilateral Intellectual
Property Working Group met in March 1999 and
engaged Russian senior policy and technical level
officials on key issues. On enforcement, the GOR
has been able to show increases in investigations,
but no progressin prosecution of cases.

3. Generalized System of Preferences

Under the GSP program, developing countries are
eligible to receive duty-free accessto the U.S.
market for many items, if it is determined that
these countries meet certain statutory criteria. In
addition, a country must first have NTR status to
apply for GSP treatment. Most Central European
countries have been beneficiaries of this program
since the early 1990s. Until 1993, however, most
of the NIS were not eligible to receive GSP
benefits because they were considered successor
states of the former USSR, and therefore were
prohibited by statute from receiving GSP benefits.
The prohibition against granting GSP to the
successor states was removed as part of the 1993
Budget Act. By the beginning of 1996, all of the
former Soviet republics that had requested
beneficiary status received GSP, although
Azerbaijan, Tajikistan, and Turkmenistan have
never requested GSP and therefore do not benefit
from the program. Inlate 1997, Georgia
petitioned for eligibility asa GSP beneficiary
country; that petition is under review. Estonia,
Latvia, and Lithuania are not considered successor
states of the USSR, and therefore became

beneficiaries of the GSP program in February
1992.

I n 1997 the AFL/CIO petitioned USTR to remove
Belarus from eligibility for the GSP program due
to violation of worker rights. A public hearing
was held in November 1997 as part of USTR's
ongoing review. In December 1999, after
affording the Government of Belarus ample time
to improve its worker rights situation and after
seeing no progress on this front, the U.S.
Government decided to begin the process of
removing Belarus from the GSP program.

In 1997, the Government of Russia petitioned the
U.S. for duty-free treatment under the GSP
program for exports of both unwrought titanium
and wrought titanium. On July 1, 1998 President
Clinton granted the request on wrought titanium.
The petition on unwrought titanium was “ pended”
based on the situation in the U.S. titanium
industry. Russia has expressed a continuing
interest in a GSP designation for unwrought
titanium; however, the domestic industry faces a
situation of weakened demand and depressed
prices. Inlate 1999, USTR wroteto the
Government of Russia proposing that the petition
on unwrought titanium be withdrawn.

The GSP legidlation contains a provision that
makes a country ineligible for GSP benefitsif it
affords preferential treatment that has a significant
adverse effect on U.S. commerce to the exports of
adeveloped country. The U.S. Government has
been consulting with the Central European
countries about addressing the problem of
preferential tariffs given EU exportersvis-a-vis
U.S. exporters pursuant to their Association
Agreements with the EU. (See section on EU
Association Agreements and EU Membership
below.)

4, The Southeast Europe Trade
Preference Act

On November 12, 1999, the Administration
transmitted a draft bill, the “ Southeast Europe
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Trade Preference Act” (SETPA), to Congress for
its consideration. The SETPA would implement,
in part, President Clinton’s commitments to the
countries of Southeast Europe pursuant to the
Southeast Europe Trade Expansion Initiative
announced at the Sargjevo Summit in July 1999.
The SETPA would promote economic
development and stability in Southeast Europe by
increasing access to the U.S. market and
facilitating regional investment. The SETPA,
which is patterned after the Andean Trade
Preference Act, would provide the authority to
establish duty-free treatment of certain imports
from Albania, Bosnia and Herzegovina, Bulgaria,
Croatia, Macedonia, Romania, Slovenia, and the
territories of Kosovo and Montenegro on the basis
of specified criteria. Duty-free treatment under
the SETPA would extend for a period of five
yearsin order to provide investors adequate time
to take advantage of the unilateral preferences that
the program offers.

5. WTO Accession

Almost all of the Central European and NIS
countries are members of or are in the process of
acceding to the WTO. Bulgaria, the Czech
Republic, Hungary, Poland, Romania, Slovakia,
and Sloveniajoined the WTO prior to 1999. In
December 1998, the Kyrgyz Republic became the
first NIS country to join the WTO. Latviaand
Estoniajoined the WTO in 1999, and Georgiawill
ratify its WTO accession package and become a
member in early 2000. WTO accession working
parties have been established for Albania,
Armenia, Azerbaijan, Belarus, Bosnia and
Herzegovina, Croatia, the former Y ugoslav
Republic of Macedonia, Kazakhstan, Lithuania,
Moldova, the Russian Federation (See section on
Country Specific Issues below), Ukraine and
Uzbekistan. The United States supports the
accession of these countriesinto the WTO on
commercia terms and on the basis of
implementation of WTO provisions. WTO
accession and the adoption of WTO provisions
can be an important method of supporting
economic reform. The United States has provided

technical assistance, in the form of short- and
long-term advisors, to many of the countriesin
support of the WTO accession process. (See
Chapter 1 for further information on accessions.)

6. Bilateral | nvestment Treaties

Bilateral Investment Treaties (BITs) protect U.S.
investment abroad in countries where U.S.
investors' rights are not protected through existing
agreements such as our Treaties of Friendship,
Commerce and Navigation. The United States has
placed a priority on negotiating BITs with
countries undergoing economic reform where we
believe we can have a significant impact on the
adoption of liberal policies on the treatment of
foreign direct investment. They also lay the
policy groundwork for joining the WTO.

BITs provide that U.S. companies will be treated
as favorably astheir competitors (by providing the
better of national or NTR treatment). In addition
they: (1) establish clear limits on the
expropriation of investments and ensure prompt,
adequate, and effective compensation when
expropriation occurs; (2) guarantee U.S. investors
the freedom to transfer funds in and out of a
country without delay, using a market rate of
exchange; (3) restrict the ability of local
governments to require inefficient and trade
distorting practices by prohibiting performance
reguirements such as local content or export
quotas; (4) give U.S. investors the right to submit
an investment dispute with the Treaty partner’s
government to international arbitration; and (5)
give U.S. investors the right to engage the top
managerial personnel of their choice, regardless of
nationality.

The United States has BITs in force with six NIS
countries— Armenia, Georgia, Kazakhstan, the
Kyrgyz Republic, Moldova, and Ukraine.
Azerbaijan, Belarus, Russia, and Uzbekistan have
also signed BITs with the United States, but the
formal process of ratification has not been
completed. Discussionsfor BITsare aso
underway with most of the other NIS republics.
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In Central Europe, the United States hasBITs in
force with Albania, Bulgaria, the Czech Republic,
Estonia, Latvia, Poland, Romania, and Slovakia.
The BITswith Croatia and Lithuania have been
signed but await ratification by both sides. In
1999, the United States held negotiations with
Slovenia and will be working to conclude those
negotiations this year.

7. Commercial Space Launch

The United States maintains agreements on
commercia space launch services with both
Russia and Ukraine. On September 2, 1993, Vice
President Gore and Russian Prime Minister
Chernomyrdin signed an agreement on Russia’ s
participation in the commercia space launch
market. The agreement gives Russiaan
opportunity for its space launch industry to
participate in the international launch services
market and offers Western satellite companies an
additional source of competitive launch capacity.
It also provides general rules of the road for fair
competition in commercial space launches and
requires Russia to charge prices comparable to
those of Western launch providersfor similar
services during the period of its space launch
industries’ transition to market-based operations.
As originally concluded, the agreement afforded
Russia the opportunity to compete for contractsto
launch up to eight commercial payloadsto
geosynchronous earth orbit (GEO) for
international customers (in addition to the
INMARSAT 3 satellite and three launches to
low-earth-orbit for the Iridium system) between
signature and December 31, 2000. On January 30,
1996, Vice President Gore and Prime Minister
Chernomyrdin signed an agreement that amended
the September 2, 1993, text to allow Russiathe
opportunity to launch up to 15 commercial
payloads (in addition to INMARSAT 3) to GEO,
with four more launches possible if future market
demand proved more robust than anticipated. The
amendments also gave Russia additional
flexibility on pricing in exchange for greater
transparency in price setting, and liberalize rules

governing the launch of satellites to low-earth
orbit.

In late 1998, the Administration informed the
Russian Government that it could not foresee
increasing the quantitative restriction on GEO
launches until Russia showed greater cooperation
in preventing the transfer of missile technology to
nations such as Iran. By July of 1999, the
Administration decided that Russian cooperation
in the non-proliferation area was sufficient to
permit an amendment to the agreement providing
for an increase in the number of GEO launches
from 16 to 20 (market demand had not devel oped
to the point where the “conditional” increase of
four launches mentioned above could be justified).
The amendment permitting the increase of four
launches became effective in late 1999.

On February 21, 1996, Vice President Gore and
Ukrainian President Kuchma signed an agreement
on Ukraine' s entry into the commercial space
launch market. The agreement with Ukraineis
meant to serve the same basic function as the
pre-existing agreements with Chinaand Russia,
and its provisions are broadly similar to those of
the other two agreements. The agreement affords
Ukraine the opportunity, between signature and
December 31, 2001, to launch up to 16
commercial payloads to GEO for international
customers (11 of which must be reserved for a
joint venture involving aU.S. company). In
addition, Ukraine will have the opportunity to
launch up to four more commercia payloads
(three of which must be reserved for ajoint
venture with aU.S. firm) to GEO if future market
demand proves more robust than anticipated. The
liberalized rules governing pricing and launchesto
low-earth-orbit contained in the China and
amended Russia agreements are mirrored in the
agreement with Ukraine. There was ho need to
revisit the terms of the agreement in 1999.
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8. EU Association Agreementsand EU
Member ship

The United States strongly supports the
integration of the Central European countries into
Western Europe. Ten Central European countries
—all except some of the former Y ugoslav
republics — have concluded Association
Agreements (now called Europe Agreements)
with the EU. These Association Agreements are
meant to set the stage for eventual full EU
membership; they establish preferential trade
relationships with the EU phased in over severa
years. When fully implemented, these agreements
provide that tariff rates on virtually all industrial
products will be reduced to zero and preferential
rates and quotas will be established for many
agriculture products. These countries’ Most
Favored Nation (MFN) tariff rates on industrial
goods are generally higher, and the rates on
agricultural goods are usually lower, than
comparable EU rates. Consequently, U.S.
exporters often face relatively high MFN tariff
rates in contrast with the zero or preferential rates
borne by EU exporters. Much of thistariff
differentia problem with respect to industrial
goods will dissipate when the candidate countries
join the EU and adopt its generally low industrial
tariff rates.

In the interim period prior to these countries
accession to the EU, the United Statesis
consulting with the Central European countries to
address thistariff differential problem. 1n 1999,
the United States held talks with Poland, the
Czech Republic, Hungary, Slovenia and other
candidate countries on thisissue. Slovenia has
announced a plan to lower its high MFN tariff
rates down to the EU’ s over athree year period.
Negotiations with Poland, Hungary and the Czech
Republic are ongoing; talks on the tariff
differentia problem with the other candidate
countries are set to be launched in 2000.

As part of the accession process, the candidate
countries are harmonizing their laws and
regulations to those specified in the EU’s common

legiglative regime, the “acquis communautaire.”
Frequently, harmonization represents an
improvement over the existing regimesin the
candidate countries. In the case of audio-visual
policy, candidate countries must harmonize their
laws with the EU’ s Television Without Frontiers
Directive, which establishes broadcast quotas for
European and domestic production on television.
This directive provides a country with flexibility
in implementing the quotas. The United Statesin
1999 continued to work with the candidate
countries to encourage them to include the
flexibility option in their legislation.

The EU has not declared atarget date for new
membersto join. The EU in 1999 conducted
extensive accession negotiations with five of
Central European countries (the Czech Republic,
Estonia, Hungary, Poland and Slovenia). In
December 1999, the EU Council at Helsinki
announced plans to launch accession negotiations
in 2000 with the other five Central and Eastern
European candidate countries (Bulgaria, Latvia,
Lithuania, Romaniaand Slovakia). The EU also
will be conducting accession negotiations with
Cyprus and Malta; it has announced that Turkey is
a candidate for membership, but has not set adate
for beginning accession negotiations. The EU
probably will not take in any new members before
2003 and for some candidates membership may
not come for many years later.

9. Country Specific | ssues

The United States encountered or continued to
have a number of country specific trade issuesin
the region, which were not described above. The
major items are discussed below:

a. Russia; Aircraft Market Access

In 1996, the United States and Russia concluded a
joint Memorandum of Understanding (MOU) that
addresses U.S. concerns about access to the
Russian civil aircraft market and the application
of international trade rules to the Russian aircraft
sector. Under the MOU, the Russian Federation
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confirmed that it will become a signatory to the
WTO Agreement on Trade in Civil Aircraft. In
the interim, the MOU commits the Russian
Federation to provide fair and reasonable access
for foreign aircraft to its market. Russia agreed to
take steps, such asthe granting of tariff waivers
and the reduction of tariffs, to enableitsairlinesto
meet their needs for U.S. and other non-Russian
aircraft on a non-discriminatory basis.

In consultations in 1998, the United States raised
objections to the Russian Ministry of Economy’s
Resolution #716 which sets conditions for tariff
waivers on imported aircraft. Among other
things, the resolution requires Russian airlines to
commit to acquire Russian-made aircraft
equivalent to three times the amount of the duties
waived, in order to receive tariff waiversfor the
import of foreign-made aircraft.

In 1999, informal consultations were held
concerning tariff waiversfor four Boeing B767
aircraft to be leased by Aeroflot and the
application of Resolution #716. After ayear's
delay, tariff waiversfor this transaction were
granted on December 28, 1999. Aeroflot also
agreed to acquire seven Russian-made |lyushin
IL-96-300 aircraft in addition to the imported
Boeing aircraft. The United States continues to
oppose this type of offset requirement.

Through 1999, Russian airlines have been able to
import approximately 20 non-Russian aircraft
under the MOU, the majority of which were of
U.S.-origin. In accordance with the MOU, the
Russian Federation also lowered tariffs on aircraft
from 30 to 20 percent.

b. Russia: Potential Restrictionson
Investment & Services Sectors

The United States was active in opposing
proposed Russian legislation in two services
sectors, tourism and insurance, which could
potentially have deprived U.S. investors and
services providers of meaningful market access.
Following timely U.S. intervention, market-access

restricting draft Amendments to Russia’s Tourism
Law, which was passed by the Russian Parliament
in late 1998, were subsequently vetoed by Russian
President Yeltsin. In addition, the U.S.
Government expressed concern that draft
amendments to the “Law on Foreign Investment
in the Russian Federation,” which passed the
Duma and Federation Council in July 1998, would
have restricted or prohibited foreign investment in
awide range of sectors, including tourism and
insurance. These also were vetoed. In July 1999,
the U.S. was successful in persuading President

Y eltsin to veto arestrictive insurance bill which
had passed the upper house of the Duma. An
insurance law was passed by the Dumain October
1999 which contains some improvements but
which also includes certain restrictions that the
U.S. will seek to eliminate. In late 1999, a
restrictive draft companion law to the Foreign
Investment Law, which was passed in July 1999,
entitled “ On Bans and Restrictions on Foreign
Investment into the Russian Federation,” was
passed by the Dumain first reading. While we
have registered our concerns with an overall
positive effect, forcesin the Russian Parliament
may still pursue similarly restrictive legislation.
The United States will continue to monitor
carefully legidative developments in these areas.

C. Russia: Product Standards, Testing,
Labeling and Certification

U.S. companies still cite product certification
reguirements as a principal obstacle to U.S. trade
and investment in Russia. In the context of
Russia’' s WTO accession negotiations, we
continue to urge Russia to bring its standards and
certification regime into compliance with
international practice. The Russian Government
is now attempting to put in place the necessary
legal and administrative framework to establish
standards procedures and processes for
certification and licensing of productsin Russiain
order to better align with WTO rules.

There has been some movement to eliminate
duplication among regulatory agencies and to
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clarify categories of products subject to
certification. However, businesses are still
experiencing difficulties in getting product
approvalsin key sectors. Manufacturer
declaration of conformity is now feasible under
Russian law, but is not applied in practice. In
1998, the Russian State Committee on Standards
adopted a new nomenclature of goods subject to
mandatory certification, effective January 1, 1999,
and the Russian Government has been moving to
revise problematic legislation, as provided under
its Technical Barriersto Trade action plan.

Certification isa particularly costly and prolonged
procedure in the case of telecommunications
equipment. In many sectors, type certification or
self-certification by manufacturersis currently not
possible. Veterinary certification is often
arbitrary and needs to be more transparent and
based on science. Russian phytosanitary import
requirements for certain planting seeds (notably
corn, soybeans and sunflowers) appear to lack
scientific basis and have blocked imports from the
United States. Discussionsto ease or eliminate
burdensome Russian requirements are ongoing.

d. Russia: WTO Accession

Russia has been an observer in the GATT and
WTO since 1990 (initially as the Soviet Union),
and formally applied for accession to the GATT
1947in 1993. Itsrequest for WTO accession has
been under discussion since 1995. The United
States has strongly supported Russia' s efforts to
jointhe GATT and WTO, through active
participation in the WTO Working Party
established to conduct the negotiations and
through technical assistance on how to move
Russid s trade regime into conformity with WTO
rules. Inaseries of Working Party meetings
through December 1998, Russia described its
trade regime and WTO delegations noted specific
aspects of the trade regime that require legidative
action to become compatible with the WTO.
Russia also provided initial offers on goods and
services market access, in 1998 and 1999
respectively. Bilateral discussions on these offers

will continue in 2000. It isalso expected that
Russiawill announce its strategy for legisative
implementation of the WTO during the next
Working Party meeting sometime during 2000.
WTO-based reforms to Russia' s trade regime will
strengthen its ongoing efforts for broader-based
market-oriented economic reform and can help
Russiaintegrate more smoothly into the global
economy. Adopting WTO provisions will give
Russia a world-class framework for intellectual
property protection, customs duties and
procedures, and application of other requirements
to imports that will encourage increased
investment and economic growth. Completion of
the accession negotiations will depend on how
rapidly Russiaimplements WTO rules and moves
to conclude negotiations on goods and services
with current WTO members.

e Poland: Phytosanitary Restrictions

Poland’ s zero tolerance for weed seeds in imports
of grain and oilseeds significantly restricts U.S.
agriculture exportsto Poland. Several of the
weeds included on Poland’ s quarantine list do not
meet the international definition of a quarantine
pest, and the United States has argued that these
weeds should be removed from the list.
Beginning in late 1998, the United States has held
consultations with Polish officials both informally
and under the auspices of the WTO Secretariat
pursuant to Article 12 of the WTO Agreement on
the Application of Sanitary and Phytosanitary
Measures. The United States continues to press
for Poland to remove these weeds from its
quarantine list or, at least, to agree to areview of
Poland’ s risk assessment by an independent panel
of international experts. Alsoin 1999, the United
States consulted with U.S. agriculture associations
about additional steps to take, including the
possibility of bringing a WTO dispute settlement
case in 2000.
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f. Poland: Proposal to Raise Agriculture
Tariffs

The Polish Government in the second half of 1999
proposed to raise applied tariff rates on
agricultural goods across the board to the
generaly much higher bound rates. The Polish
agriculture sector had a difficult year duein large
part to the collapse of the Russian export market
and to aflood of EU subsidized farm products.
Massive farmer protests throughout Poland forced
the dismissal of the Agriculture Minister and led
the government to pledge to take action. The
United States strenuously opposed raising tariff
rates and strongly urged the Poles not to take this
step. The EU also voiced its objectionsto this
proposal. The Polish Government in late
December reconsidered and decided not to take
this step. Instead, it decreed avery limited
number of tariff increases, which should have
little effect on U.S. exports.

g. Romania: Minimum Reference Prices

In 1998, Romania arbitrarily established minimum
and maximum prices for imported meat, eggs,
rice, sugar, fruits and vegetables, clothing, and
footwear. Romania also instituted burdensome
procedures for investigating import prices when
the C.I.F. value falls below the minimum import
price. Thiscustoms valuation regime appears
inconsistent with Romania’ s WTO obligations,
especialy those under the WTO Agreement on
Customs Valuation. In 1999, the United States
raised this matter with the Romanian Government.
Subsequently, the Agriculture Ministry signaled
interest in dropping the use of minimum reference
pricesin customs valuation. The United States
continues to press this issue and is considering the
option of bringing a WTO Dispute Settlement
case in the matter.

G. Western Hemisphere

Overview

The Western Hemisphere is the largest regional
destination for U.S. merchandise exports,
accounting for approximately 44 percent of total
U.S. goods exportsin 1999. Canadais our largest
bilateral trading relationship in the world. Our
two-way trade in goods with Canada exceeds that
with the EU-15. Morethan abillion dollars a day
in trade crosses our border with Canada. Mexico
is our second largest single-country trading
partner and has been the fastest growing major
export market for goods since 1993, with exports
up over 100 percent despite the 1994 peso crisis
and the resulting economic contraction in Mexico.
The NAFTA has fostered this enormous
expansion in trade with our two immediate
neighbors by opening markets for American
goods and services and by establishing fair rules
for competing with these two trading partners.

Elsewhere in the hemisphere, dramatic changes
have occurred during the past decade. Many Latin
American countries have restructured key sectors,
enacted reforms, and increased transparency and
competitiveness through economic liberalization.
Although the Asian financial crisis did have
significant adverse effects on most countriesin
Latin America, on the whole the governments
have responded effectively. The strength of the
U.S. economy has also helped foster recovery in
Latin America. Asaresult, in most of the region
the economic indicators point to stabilization and
moderate growth for 2000. Therefore, the region
should continue to offer a promising, market-
oriented environment in which to do business.
The United States will continue to encourage such
reforms and to pursue the opportunities presented
by dynamic hemispheric growth.

Highlights of the achievements of this
Administration since 1993 include:

> Solidifying the Trilateral Relationship of
the US, Canada, and Mexico. The
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Administration completed negotiation of,
and secured Congressional approval for,
the North American Free Trade
Agreement (NAFTA), which created the
world’ slargest and most comprehensive
free trade area, and is the first agreement
to include penalties for the violation of
environmental or labor laws. Since the
NAFTA implemented, trade among the
three signatories has expanded by more
than 85 percent. Moreover, U.S. exports
to Mexico have increased 100 percent.
Mexico isthe United States' fastest
growing major export market and has
become our second largest trading partner.
The comprehensive nature of the NAFTA
and its side agreements on labor and
environmental cooperation are
unprecedented and are generating more
economic opportunities and a fairer
trading environment for Americansin
addition to encouraging improved
protection for workers and the
environment.

Advancing the President’ s Hemispheric
Vision. President Clinton and the 33 other
democratically-elected |eaders of the
Western Hemisphere launched the
negotiations for a Free Trade Area of the
Americas (FTAA) which would eliminate
tariffs and non-tariff barriersto tradein
goods and services throughout the
Hemisphere and establish a single set of
rulesfor fair tradein theregion. The
negotiations are to be concluded by
December 2004. Work has begun on draft
chapters of the agreement, and the FTAA
recently adopted a package of business
facilitation measures to remove
bureaucratic obstacles in the customs
procedures of the 34 countries. The
FTAA will be the first hemisphere-wide
trade agreement and advances the
President’ s vision for a stronger, more
prosperous region.

Resolving Trade Issues with Our Largest
Trading Partner. During the Clinton
Administration, the United States has
resolved several disputes with Canada
through a combination of bilateral
negotiations, GATT and WTO dispute
settlement, and use of U.S. trade law,
including Section 301. Among the issues
on which we have reached agreements
with Canada are: beer (1993), softwood
lumber (1996), country music television
(1996), agriculture (1998), dairy export
subsidies (1999), magazines (1999), and
sport fishing and tourism in the boundary
waters (1999). We continue to work on
issues of concern in agriculture, lumber,
mediaindustries, and intellectual property
rights.

Promoting Intellectual Property
Protection in the Western Hemisphere.
By working with the countries of the
region to improve their intellectual
property legislation and enforcement, the
Administration has achieved substantial
progress in protecting the fruits of U.S.
inventiveness and creativity. Among the
advances that have occurred in the
hemisphere are: improved legidation in
Brazil on computer software, copyrights,
patents and trademarks; a comprehensive
Enforcement Action Plan in Paraguay; a
Plan of Action for enhanced enforcement
in Peru; an intensified anti-piracy
campaign in Mexico, aswell aslegidation
to increase penalties and resources for
enforcement; new IPR legidation in
Ecuador, Honduras and Nicaragua; and
improved enforcement in Panama.

Encouraging Reform and Liberalization
in Mercosur. The Common Market of the
South, usually referred to as Mercosur,
from its Spanish abbreviation, isthe
largest preferential trade agreement in
Latin America. Consisting of Brazil,
Argentina, Uruguay and Paraguay and
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representing over half of Latin America's
GDP, the Mercosur market represents
nearly 39 percent of U.S. annual exports
to Latin Americaand the Caribbean
excluding Mexico. The Administration
has continued to strengthen our trade
relationship with thisimportant group of
countries and to encourage Mercosur to be
aforcefor trade liberalization in the
region and theworld. The U.S. will
continue to pursue vigorousdly its interests
in Mercosur, particularly in areas such as:
protection of intellectual property, fair
treatment of U.S. products under these
countries' trade remedy laws (e.g.,
footwear and textilesin Argentina, toysin
Brazil), and curbing the use of trade-
related investment measures in the
automobile sector.

Enhancing Our Relationship with Chile.
On the occasion of the April 1998 State
Visit to Chile, Presidents Clinton and Frei
agreed to establish a bilateral consultative
mechanism on trade and investment to
enhance our engagement on a broad range
of trade issues, including cooperation in
the trade institutions that we havein
common, i.e.,, WTO, FTAA, and APEC.
Chile has consistently been a recognized
leader of economic reform and trade
liberalization in Latin America. It has
aggressively pursued free trade and
tariff-reducing agreements with its trading
partnersin the Americas and beyond and
isimplementing afive-year unilateral
reduction of its unitary tariff.

Implementation of ATPA and CBI. The
Administration has implemented the
Andean Trade Preferences Act (ATPA)
and the Caribbean Basin Initiative (CBI)
in amanner designed to promote sound
trade policies and investment regimes and
to prepare countries for the obligations
necessary to establish the Free Trade Area
of the Americas on areciprocal basis.

The ATPA provides reduced-duty or
duty-free treatment to most imports from
Bolivia, Colombia, Ecuador and Peru. It
is helping the four beneficiary countries
expand economic alternativesin their
fight against drug production and
trafficking. The Caribbean Basin
Economic Recovery Act (CBERA), adso
known as the Caribbean Basin Initiative
(CBI), was enacted by Congressin 1984
to promote the economic revitalization
and export diversification of the
Caribbean Basin. The program allows the
President to grant unilateral duty-free
treatment on eligible articles from
beneficiary countries. On October 1,
1999, the Administration submitted to
Congress the Third Report on the
Operation of the Caribbean Basin
Economic Recovery Act (CBERA). The
report, which isavailable on USTR’s
homepage at www.ustr.gov, concludes
that the program has had a very positive
impact on both U.S. and CBI country
exports and has contributed to export
diversification in beneficiary countries.
The report a'so finds that the CBI
program has helped to improve protection
of worker rights and intellectual property
in beneficiary countries. Inthefall of
1999, both the House and Senate took up
legislation to enhance CBERA benefits.
The Administration is committed to
continuing to work with both Houses of
Congress to obtain passage of CBI
enhancement in 2000.

1999 Activities

The Western Hemisphere is the largest regional
destination for U.S. merchandise exports,
accounting for approximately 44 percent of total
U.S. goods exportsin 1999, the same shareasin
1998. During 1999, U.S. exportsto Canada and
Mexico, with which the United States has afree
trade agreement, increased by 6.1 percent and
10.3 percent respectively, while U.S. exportsto
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therest of Latin America and the Caribbean
declined by 12.9 percent. This decrease was
caused by a declinein growth ratesin the region
due to global market turbulence, as well as recent
currency devaluationsin severa of the larger
Latin American economies. However, on the
whole, the governments have responded
effectively to the challenges produced by the
Asian economic crisis. Many Latin American
countries have over the last decade restructured
key sectors, enacted reforms, and increased
transparency and competitiveness through
economic liberalization. The strength of the U.S.
economy has also helped foster recovery in Latin
America. Asaresult, in most of the region the
economic indicators point to stabilization and
moderate growth for 2000. Therefore, the Latin
American region continues to be an attractive
market for U.S. exports and investments. The
region should continue to offer a promising,
market-oriented environment in which to do
business. The United States will continue to
encourage such reforms.

This economic restructuring, which characterized
the region over the past decade, has enabled the
United States to pursue the opportunities
presented by dynamic hemispheric growth. At the
1994 Summit of the Americasin Miami, the 34
democratically-elected |eaders of the region
agreed to create a comprehensive Free Trade Area
of the Americas (FTAA) by 2005. At the April
1998 Santiago Summit the hemispheric leaders
formally initiated the FTAA negotiations, based
on the March 1998 San Jose Declaration of the
hemisphere’s trade ministers. The United States
has played akey rolein the FTAA process. In
fulfilment of the Miami Summit’s objective of
concrete progress in constructing the FTAA by the
end of the century, at the November 1999 FTAA
Ministerial in Toronto the Ministers announced
agreement on a set of important business
facilitation measures by FTAA countries for
implementation during 2000.

Concurrent with the FTAA process, many
countries have sought to deepen and expand their

trading arrangements. To givejust afew
examples, in 1999 Mexico concluded free trade
agreements (FTASs) with the EU and with
Uruguay, Chile signed an FTA with several
Central American countries, and Brazil reached a
trade preference agreement with the Andean
Community. Mercosur also is slated to begin
FTA discussions with the European Union (EU).
Chile now has FTAs with every major economy in
the hemisphere with the exception of the United
States.

Meanwhile, the United States continues to work
toward building the FTAA in a manner consistent
with U.S. interests and with the objective of
encouraging hemispheric growth. President
Clinton demonstrated his commitment to the
Americas through again traveling to the region,
thistime to Mexico in February 1999 and
Guatemalain March 1999. By pursuing the
FTAA, and by vigorously enforcing the bilatera
and multilateral agreements that the United States
maintains in the region, in particular the North
American Free Trade Agreement (NAFTA), the
Administration seeks to expand economic
opportunities for the United Statesin the
Americas.

1. Canada

Canadais our largest trading relationship and one
of the most vibrant, with U.S. exports of goodsto
our northern neighbor up more than 83 percent
since 1992. Thisis particularly impressive given
the very large base from which this growth has
occurred. Our two-way trade in goods with
Canada exceeds that with the EU-15. Morethan a
billion dollars aday in trade crosses our border
with Canada. The U.S.-Canada Free Trade
Agreement and the subsequent NAFTA have
helped to foster this trade expansion. At the same
time, this highly productive trade relationship has
had specific areas of difficulty, some of which are
longstanding. The Administration is pleased that
we have been able to make progress in some of
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the most traditionally difficult areas with Canada
over the last year and will pursue more progressin
2000.

a. Discriminatory Magazine Practices

In 1997, the United States successfully challenged
Canada' s protectionist magazine regime in the
World Trade Organization. A WTO panel found
three components of Canada’ s magazine polices
to beillegal under the General Agreement on
Tariffsand Trade (GATT), akey trade agreement
administered by the WTO. On October 30, 1998,
Canada terminated its longstanding ban on
split-run imports, eliminated the 1995 special
excise tax on split-runs, and modified its
discriminatory postal rates and postal subsidies for
magazines. However, Canada introduced Bill C-
55, which simply accomplished the same result as
the import ban and excise tax, and would have
kept U.S. and other foreign-produced split run
magazines from competing in the Canadian
market. Bill C-55 would have prohibited U.S. and
other non-Canadian publishing companies, on
pain of criminal fines, from using the magazines
they produce to advertise directly to Canadian
readers.

On May 29, 1999, the United States and Canada
reached an agreement resolving the dispute over
Canada’ s discriminatory magazine practices that
will significantly increase market access for U.S.
companies. Asaresult of the agreement, the
scope of Bill C-55 was narrowed from covering
all foreign-owned publications to covering only
foreign-owned magazines exported to Canada
which carry advertisements directed primarily at
the Canadian market over the approved level of
advertising space. Initially, 12 percent of the total
advertising space in foreign magazines exported
to Canada could contain advertisements directed
primarily at the Canadian market without penalty
under Bill C-55. Under this agreement, the
permissible level increases to 15 percent after 18
months and further increases to18 percent after 36
months.

Section 19 of the Canadian Tax Act will be
amended this year to include tax deductions for
advertisersin split-run magazines regardless of
the nationality of the publisher or place of
publication. Section 19 will also be amended to
allow advertisers one-half of the standard business
deduction if original Canadian content is less than
80 percent of the total non-advertisement content
in the magazines. The full deduction remains
available to advertisers in magazines with 80
percent or more original Canadian content. The
de-linking of the tax deduction from the “ content”
requirement is beneficial to U.S. firms.

The agreement also liberalizes Canada' s foreign
investment restrictions in the magazine publishing
sector. Prior to this agreement, Canada did not
permit majority foreign ownership of a magazine
publisher. Now, foreign equity up to 51 percent is
permitted, and 100 percent foreign equity will be
permitted by the end of May 2000. Investments,
however, will continue to be subject to Canada' s
net benefits review.

Finally, the agreement also includes a consultation
clause that permits annual consultations on any
matter that may affect the agreement. The United
States will pursue bilateral consultations with
Canadathisyear.

b. Discriminatory M easures Against Sport
Fishing and Tourism Services

The Province of Ontario had sought to induce U.S.
recreational fishermen to use Ontario resort
facilities and services (lodging, fishing guides,
boats, etc.) by limiting the amount of certain fish
they could catch and keep in certain lakes that
straddle the Minnesota-Ontario border, unless
these same fishermen lodged or otherwise spent
money in Ontario. These restrictions, applied to
the 150 miles of border, unfairly discriminated
against U.S. resorts, fishing guides, and other
businesses tied to sport fishing along the
Minnesota-Ontario border. On April 29, 1999,
USTR initiated a Section 301 investigation
pursuant to a petition filed by the Border Waters
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Codlition. After several sessions, including
consultations under Article 2006 of the NAFTA,
Ontario revoked its “ stay overnight” requirement
and other discriminatory measures. On October
29, 1999, the Province of Ontario further
announced that it had revoked other provincial
measures that were under investigation in this
matter. On November 4, 1999, the Government of
Canada agreed that the immigration measure
under investigation as aresult of this dispute
would be reviewed by the NAFTA Temporary
Entry Working Group (TEWG) thereby ending the
Section 301 investigation. The elimination of the
problematic practice in Ontario coupled with the
constructive approach to the work permit issue for
fishing guidesin the TEWG resulted in the
resolution of the dispute on November 5, 1999.
USTR will continue to monitor the situation
pursuant to Section 306 of the Trade Act in
addition to pursuing the work permit issue in the
TEWG.

The Administration’ s handling of this matter isan
example of how open markets and environmental
concerns can be pursued concurrently. Unfair
commercia barriers were eliminated while the
United States also encouraged sustainable
fisheriesin the border lakes. Minnesota state
officials, responsible for trade and economic
development and natural resources, participated at
every stage of the consultations and were part of
the negotiating team with Canada. Thiswas also
agood example of how cooperative working
relationships among federal and state officials can
successfully advance U.S. trade and
environmental concerns.

C. British Columbia’s Timber Pricing
Practices

On August 26, 1999, USTR announced that the
United States and Canada agreed to a settlement
resolving U.S. complaints over a mgjor timber
pricing (i.e., stumpage) reduction that British
Columbia put into effect in 1998. The United
States considered the stumpage reduction
implemented by British Columbiato bein

violation of the 1996 U.S.-Canada Softwood
Lumber Agreement (SLA). Shortly after the
reduction took effect, the United States brought
the dispute before an arbitration panel under the
SLA, arguing that the B.C. timber price reduction
undermined the effectiveness of the export fee
system under the SLA.

This settlement will ensure that the export fee
system works as intended and will serveto offset
British Columbia’s 1998 government-mandated
lumber price reduction over the past year. The
settlement calls for Canada to impose a new,
higher fee on B.C. lumber exports when they
exceed recent average annual shipments to the
United States from the province.

d. Intellectual Property Rights

On May 6, 1999, USTR initiated a WTO dispute
settlement case against Canada for itsfailure to
amend its patent law to comply with the WTO
Agreement on Trade-Related Aspects of
Intellectual Property Rights. The TRIPS
Agreement requires that Canada provide a patent
term of at |east twenty years from the date that a
patent application isfiled for all patents existing
on January 1, 1996. The Canadian Patent Act,
however, provides that the term of patents based
on applications filed before October 1, 1989, is
seventeen years from the date that the patent is
issued. With respect to alarge number of existing
patents, Canadaisin violation of the TRIPS
Agreement asaresult of itsfailure to provide an
adequate patent term. Thiscaseis presently
before a WTO Dispute Settlement Panel, and a
decision is expected in the coming months.

e Agriculture

On December 4, 1998, the United States and
Canada entered into a Record of Understanding
(ROU) providing for a number of initiatives to
move agricultural trade issues toward resolution.
As aresult of the ROU, the U.S./Canada
Consultative Committee (CCA) was formed in
April 1999, holding its first meeting in September
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1999, to provide aforum to strengthen bilateral
agricultural trade relations and to facilitate
discussion and cooperation on matters related to
agriculture. A Province/State Advisory Group to
the CCA was also established in June 1999 which
serves as aforum for producers and exporters,
through their provincial and state governments, to
raise bilateral agricultural trade issues before the
CCA, thus ensuring stakeholder input into the
bilateral discussions.

Asaresult of thisinitiative, Canada has
implemented a number of market opening
measures. On October 5, 1999, Canada
implemented regul ations reducing the restrictions
under which U.S. hogs could enter Canada.
Similarly, U.S. feeder cattle are now allowed
entry from six states, and Canadais publishing

enhanced market information on cattle trade. U.S.

and Canadian cooperation has also facilitated the
harmonization of efforts to improve animal drug
and pest control registrations, including the
examination of pesticide price differentials.
Finally, issues affecting potato trade were
examined, including the elimination of duplicate
testing requirements.

Furthermore, the Administration set up new

procedures to monitor imports of Canadian wheat.

In 1999, procedures were established to collect
information on the quality and value of Canadian
wheat imports, which isimportant to monitoring
the implications of Canadian Wheat Board
practices. On April 1, 1999, Canada amended its
regulations recognizing 14 states as free of karnal
bunt, and implemented regulations facilitating the
rail transport of U.S. wheat through Canada.

In April 1999, the United States successfully
challenged Canada s subsidized dairy industry. A
WTO panel found that the Canadian Government,
through its government-managed provincial
marketing boards, was subsidizing the price of
exported milk by way of atwo-tiered pricing
system. Inlight of thisfinding, the Panel also
concluded that Canada had violated its export
subsidy reduction commitments by exporting a

higher volume of subsidized dairy products than
permitted by Canada’ s abligations under the WTO
Agreement on Agriculture. In addition, the Panel
found that Canada had improperly imposed a limit
on the value of milk that could be imported in any
single entry under the relevant tariff-quota.

The Pandl’ s findings were sustained by the WTO
Appellate Body in October 1999 in an appeal
initiated by Canada. Asthe result of an agreement
concluded on December 22, Canada will comply
immediately with its WTO export subsidy
commitments on butter, skimmed milk powder,
and an array of other dairy products. Canada also
has committed to reduce subsidized cheese
exports and is scheduled to comply with its
reduction commitments on cheese by August 1,
2000. The necessary regulatory reform of the
tariff-rate quota will be accomplished no later
than February 1, 2000.

2. M exico

Mexico is our second largest single-country
trading partner and has been the fastest growing
major export market for goods since 1993, with
exports up over 100 percent despite the 1994 peso
crisis and the resulting economic contraction in
Mexico. The potential of thistrade isjust
beginning to be tapped. The NAFTA hasfostered
this enormous rel ationship with its unprecedented
comprehensive market opening rules.
Furthermore, it is building afairer trade
relationship as Mexican trade barriers are being
reduced or eliminated. While barriersto U.S.
exports of goods and services to Mexico are now
less, the United States has continued to seek
improved access to the Mexican market in several
areas.

a. Intellectual Property Rights

Piracy and counterfeiting of U.S. intellectual
property in Mexico continue to be serious
concerns despite several positive developmentsin
Mexico. In November 1998, Mexico announced a
new anti-piracy campaign, providing greater
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penalties and greater resources for enforcement
and training. In March 1999, the Mexican
Congress approved legisation increasing penalties
and resources for enforcement. Mexico also
agreed to ahigh level U.S.-Mexico bilateral
intellectual property rights (IPR) working group to
promote IPR protection in amanner consistent
with the NAFTA. Efforts are underway to
convene the first session of the group this spring.

b. Standards and Technical Regulations

The United States has repeatedly called on
Mexico to recognize its obligation to publish
changes in regulations with adequate time for
public comment. This has been of particular
concern with regulations under the jurisdiction of
its Ministry of Health. Technical barriersto trade
have been the focus of work in the NAFTA
trilateral Standards Committee, and that effort will
continue. The Committee’'swork will be
supplemented by higher-level discussions when

appropriate.
C. Agriculture

North American agricultural trade has grown
significantly sincethe NAFTA. Mexicois
currently our third largest agricultural export
market. For thelast fiscal year, (October 1998-
September 1999), Mexico’ s share of total U.S.
agricultural exportsincreased. Overall levels
were the second-highest ever, at nearly $5.7
billion, with value-added consumer agricultural
products at an al-time high.

Current trade irritants include Mexico’ s limits on
the importation and domestic consumption of high
fructose corn syrup (HFCS). At the request of the
U.S. Government, a dispute settlement panel was
established by the World Trade Organization on
November 25, 1998. The panel’ s report,
circulated to WTO Members on January 28, 2000,
concludes that Mexico’ s antidumping measure on
HFCS violated several provisions of the WTO
Antidumping Agreement. The panel
recommended that Mexico bring its final

antidumping measure into conformity with its
WTO obligations. Mexico is appealing the
decision. U.S. exporters of HFCS also are
challenging Mexico’ s measure under the Chapter
19 provisions of the NAFTA.

The United States and Mexico also are seeking to
resolve a dispute over the NAFTA’s sugar
provisions. Mexico imposed preliminary
antidumping dutiesin 1999 on several U.S.
exporters of beef and beef offals, and final duties
on imports of live swine. Mexico has not
administered itstariff rate quotaon U.S. dry bean
exportsin atimely manner in 1999. The
Administration will continue to work with
affected industries to address these problems,
particularly given the importance of continued
growth in export opportunities for U.S.
agricultural producers.

d. Telecommunications

Mexico' s telecommunications services market
barriers are a serious source of concern. A policy
review by Mexico, which promised to reform
international and domestic service regulations to
prevent abuses by the dominant carrier, Telmex, is
not yet completed. Inaddition, U.S. carriers
indicate that from August 1999 Telmex failed to
provide private lines and circuits that are essential
for many purposes, including the provision of
end-to-end private line service between the United
States and Mexico. The United States will
continue to encourage a more open
telecommunications services market in Mexico,
including reviewing this matter under Section
1377 and in light of Mexico’s WTO obligations.

e Customs Valuation

The Mexican Ministry of Finance has established
minimum import prices for a specified list of
products. Under Mexico’s regime, if the declared
value of an imported product is below the
established minimum price, the importer must
post a“guarantee” bond — the value of whichis
the difference in applicable duties— to obtain the
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release of the goods. In the meantime, Mexican
customs officials will conduct an investigation to
verify the declared value, and will require
additional documentation, such as a certification
by a chamber of commerce, from the importer.
This system poses a serious impediment to trade.
The Administration has been consulting with
Mexico and will continue to pursue theissuein
2000.

3. Brazil and Southern Cone
a. M er cosur

The Common Market of the South, usually
referred to as “Mercosur,” from its Spanish
abbreviation, isthe largest preferential trade
agreement in Latin America. It consists of Brazil,
Argentina, Uruguay and Paraguay and represents
over half of Latin America’ s GDP. Chile and
Bolivia are Associate Members of the group.
They each have the equivalent of aFree Trade
Agreement (FTA) with Mercosur, participatein
many of the group’s meetings, but do not partake
in the Mercosur common externa tariff (CET).
Under the Chilean agreement, for example, 67
percent of Chilean exports and 62 percent of
imports from Mercosur will be duty-free by 2005.
Mercosur was originally established in 1991, with
the goal of creating a common market.
Implementation of the Mercosur customs union
commenced January 1, 1995, with the
establishment of a CET, covering most intra-
Mercosur trade. Convergence on excepted items
isslated for completion by January 1, 2006.
Mercosur had a difficult year in 1999, largely
reflecting bilateral trade tensions generated by
Brazil’ s devaluation of the Real and exacerbated
by the group’ s lack of an internal safeguard
mechanism. Mercosur’sweak dispute resolution
procedures and the growing tendency of
individual Mercosur members to negotiate
preferential trade agreements with third countries
also diluted the group’ s cohesion. However,
Mercosur closed the year with a Presidential-level

meeting in Uruguay that re-affirmed the leaders
commitment to progress and unity in Mercosur.

The Mercosur market represents nearly 35 percent
of U.S. annual exportsto Latin America and the
Caribbean excluding Mexico. U.S. goods exports
to Mercosur were $19.2 billion in 1999, with a
U.S. trade surplus of just over $5 billion. Thisisa
considerably smaller surplus than in 1998, due
primarily to two factors. First, there was a general
decline in trade volume with Mercosur due to
continued slower-than-average growth in member
countries. In Brazil, real GDP growth was less
than 1 percent in 1999, and Argentina experienced
areal GDP contraction of 4 percent. The second
factor was the impact of the January 13, 1999,
float of the Brazilian Real, which led to a
devaluation of approximately 35 percent over the
course of the year. Despite challenges faced by
Mercosur during 1999, most analysts expect
growth to rebound in 2000.

The United States continues to develop our trade
relationship with thisimportant group of countries
and to encourage Mercosur to be aforce for trade
liberalization in the region and the world. In
preparation for the trade Ministerials held in the
fall of 1999 — the World Trade Organization
(WTO) Ministerial and the Free Trade Area of the
Americas (FTAA) Toronto Ministerial —the U.S.
Government worked closely with our Mercosur
trading partners and Chile to build consensus on
our positions, through both informal discussions
and meetings of our bilateral consultative
mechanisms with Chile and Uruguay. While we
did not reach full agreement on WTO positions,
we found significant areas of cooperation,
particularly on agricultural issues. In thisarea, the
United States has much in common with the
Cairns Group, which includes Mercosur countries
among its members. At the Toronto Ministerial,
where the 34 FTAA countries agreed to begin to
draft text of the FTAA Agreement and to
implement business facilitation measures in the
next stage of the negotiations, Argentina assumed
the Chairmanship of the process. Other Mercosur
countries are playing aleadership rolein the
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FTAA negotiations aswell. Brazil holdsthe
Chair of the Negotiating Group on Agriculture,
Uruguay chairsthe FTAA’s Expert Committee on
Electronic Commerce, and Paraguay isthe Vice
Chair of the Intellectual Property Negotiating
Group. For its part, Chile chairsthe Market
Access Negotiating Group, which includes
safeguards, tariffs and standardsissues. The
United States will continue to pursue vigorously
itsinterestsin Mercosur, particularly as these
countries work on trade negotiations with others,
such as Canada, Mexico, the Andean Community
(AC) and the European Union (EU), and as it
deepensitsinstitutional reach.

Autos

Throughout 1999, Mercosur was engaged in
negotiations to unify its members’ investment
regimes in the automotive sector, and the U.S.
Government has closely followed these talks.
Brazil and Argentina, the Mercosur countries with
the largest interest in autos, have been the primary
participants in these talks, which failed to reach
resolution by the January 1, 2000, deadline. On
that date, Argentina s obligations under the WTO
Agreement on Trade-Related Investment
Measures (TRIMS) came into effect due to the
termination of its transition period, and Brazil was
due to meet the requirements of aMarch 1998
bilateral agreement with the United States to
terminate its TRIM S-inconsistent auto regime,
which had been enacted in December 1995. The
Brazilian Government committed to eliminate the
trade and investment distorting measuresin its
auto regime and not to extend the measuresto its
Mercosur partners in the course of the Mercosur
auto regime negotiations. In late December,
Brazil and Argentina signed a bilateral agreement
allowing 60 additional days to reach agreement on
a common automotive regime for Mercosur. At
the same time, Argentina requested a seven-year
extension of itstransition period under TRIMS.
The U.S. Government is now reviewing its
optionsto respond to Mercosur’s failureto
establish a TRIM S-consistent automotive regime
by the end of 1999.

b. Argentina

U.S. exports to Argentina were down in 1999, but
Argentina remained in the top 26 export markets
of the United States. Overall bilateral trade
declined, and the U.S. surplus narrowed by over
$1 billion to $2.3 billion in 1999. A key factor in
the Argentine economy is not only its trade profile
with the United States but with Brazil,

Argentina’ s number one trading partner. After ten
yearsin office in which President Carlos Menem
tamed hyperinflation and began to open the
Argentine economy to the outside world,
President Fernando de |a Rua took office on
December 10, 1999. Ininitial contacts with U.S.
Government officials, the new Administration has
given no indication that it will take aradically
different path on trade issues. President de la Rua
and his cabinet have best expressed their
dedication to continued trade liberalization by
effecting a smooth transfer to Argentine
leadership of the FTAA negotiations.

In addition to working with the Government of
Argentina to ensure the success of the next stage
of the FTAA negotiations, the United States will
pursue with the new Administration resolution of
existing trade disputes, such as the lack of
intellectual property protection for
pharmaceuticals and Argentina s failure to
comply with its Uruguay Round obligations on
footwear. Tradein agricultural commoditiesis
another important element of our bilateral
economic relationship. In 1997, Argentina beef
gained entry to the United States, after
demonstrating that beef from certain regionsin
Argentinawas free of foot-and-mouth disease
(FMD). In October 1998, the Government of
Argentina agreed to initiate the importation of
fresh and processed pork meat from the United
States, and we are continuing to work out the
implementation of that pledge. Argentinais
seeking approval to export its citrus to the United
States, and the United States is working to gain
access for Florida citrusto Argentina. Our
Governments have worked on these matters using
a science-based approach, asisthe WTO rule, to
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assure the health and safety of our animal, plant
and human populations.

Intellectual Property Rights

Argentina sintellectual property regime does not
meet TRIPS standards and fails to fulfill long-
standing bilateral commitments. Serious concerns
regarding Argentina’s | PR regime, particularly as
regards pharmaceutical patent protection, led the
Administration in 1997 to withdraw half of
Argentina s benefits under the Generalized
System of Preferences.

Rather than witnessing improvementsin
Argentina sintellectual property regime asthe
January 1, 2000, date for implementation drew
near, we saw a deterioration of intellectua
property protection. Administrative difficulties at
the Argentine patent office exacerbated the
situation. This deterioration occurred despite U.S.
Government efforts to resolve our concerns,
including through bilateral 1PR consultations. In
April 1999 the USTR announced that we would
initiate WTO consultations with the Government
of Argentinaon two intellectual property issues
that were immediately actionable at the WTO: (1)
modifications in the protection accorded
confidential test data submitted to Argentine
regulatory authorities that appear to violate WTO
standstill obligations, and (2) the failureto
provide Exclusive Marketing Rights (EMR) to
qualifying pharmaceutical products. As of
January 1, 2000, when most of Argentina’s TRIPS
obligations came into effect, Argentina appearsto
have failed to bring its patent regimein line with
itsinternational obligations. The U.S.
Government also has maintained a dialogue with
Argentina on its review of its copyright
legislation.

Textilesand Apparel

In November 1997 aWTO dispute settlement
panel ruled in favor of aU.S. challenge to duties
and taxes assessed by Argentinathat hindered
market access for U.S. products. This decision

was later upheld by the WTO Appellate Body.
The panel found that Argentina s specific duties
on textiles and apparel were excessive and
violated Article Il of the GATT. The panel aso
ruled that Argentina’ s three percent statistical tax
on amost all imports was an impermissible
chargein violation of GATT Article VIII. In
conjunction with the affected industries, USTR
has worked in 1999 to ensure that Argentinafully
implements the WTO pandl finding, and we will
continue to do so in 2000.

Footwear

The U.S. textiles and apparel challenge had
originally included a complaint on illegal
footwear duties aswell. However, the WTO
panel determination did not specifically address
footwear, given that the Government of Argentina
had recast the specific duties on footwear as a
safeguard measure immediately prior to the
formulation of the panel in February 1997. This
panel subsequently determined that it could not
provide relief with respect to measures that were
no longer in effect.

The U.S. Government believed that this safeguard
raised serious questions about Argentina's
compliance with its WTO obligations, leading us
to assert third party rightsin an EU panel on the
matter. Despite the questions raised regarding the
WTO-consistency of the safeguard, Argentinain
November 1998 established a stringent tariff rate
guota (TRQ) on footwear imports in addition to
the safeguard duties already in effect; moreover,
Argentina delayed the time period for liberalizing
the safeguard measure. The United States
initiated its own WTO consultations and
subsequently formed a panel on this non-
liberalizing modification of the safeguard measure
— particularly problematic in light of the
requirements of Article 7.4 of the WTO
Agreement on Safeguards. Thisarticle clearly
states that safeguard measures shall be
progressively liberalized at regular intervals
during the period of application.
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The EU-led panel proceeding on the origina
safeguard measure, in which the U.S. Government
vigorously defended its rights, determined that
Argentina’ s footwear safeguard was WTO
inconsistent, and the Appellate Body confirmed
this finding on December 14, 1999. Inthe
January 2000 meeting of the WTO Dispute
Settlement Body in Genevaand in U.S.
Government presentations in Buenos Aires, we
have stressed Argentina’ s responsibility to ensure
the expeditious elimination of this measure, which
is due to expire on February 24, 2000.

C. Brazil

The United States exported goods valued at more
than $13 billion to Brazil in 1999, $1.9 hillion less
than in 1998. This decline was reflective of an
overall reduction in Brazil’simports last year,
during which Brazil was still our 11" export
destination. Brazil’s market accounts for 24
percent of U.S. annual exportsto Latin America
and the Caribbean excluding Mexico, and 69
percent of U.S. goods exports to Mercosur.
Despite some experts’ predictions last January,
the Brazilian economy weathered itsfirst year
under adevalued Real with little difficulty; 1999
closed with an exchange rate of R$1.8 to the U.S.
dollar and aninflation rate of six percent.
Predictions of GDP growth for Brazil in 2000
range from two to four percent.

Intellectual Property Rights

In 1997, Brazil enacted laws to provide protection
of computer software, copyrights, patents and
trademarks, thus making substantial movement
toward developing a solid legal regime for the
provision of TRIPS-consistent IPR protection.
However, deficienciesremain. Notably, the
patent law contains alocal working requirement
that appears to be inconsistent with TRIPS
requirements. In addition, the lack of effective
copyright and trademark enforcement is a serious
concern, particularly regarding protections for
sound recordings and movies. Also of concernis
the backlog of pending patent applications. The

United States is considering what actions are
appropriate in light of our concerns about the
Brazilian IPR regime. Brazil is currently on the
“Special 301" Watch List. Improving intellectual
property protection in Brazil remains atop
priority for the United States.

Reference Prices

We have reports from affected U.S. industries,
particularly textile manufacturers, that the
Government of Brazil requires some products to
meet minimum prices for the issuance of import
licenses and/or in order to receive normal customs
processing. Imports falling below set price levels
are either unable to obtain licenses or sent to what
isknown asthe “grey line” for enhanced customs
scrutiny. We are concerned that these minimum
price levels may be set arbitrarily in contravention
of WTO Agreements, and have discussed this
matter with Brazilian Government officialsin
Brasilia, Washington and Geneva. Further, the
U.S. actively participated as an interested third
party in the EU’s WTO consultations on Brazil’s
use of reference pricesin November 1999, and we
are reviewing whether to pursue our own WTO
consultations on this issue.

d. Paraguay

With a population of just over five million,
Paraguay is one of the smaller U.S. marketsin
Latin America. Toillustrate, in 1999 the United
States exported a mere $515 million to Paraguay .
However, Paraguay is a major exporter of and
transshipment point for pirate and counterfeit
products in the region, particularly to Brazil.

Intellectual Property Rights

On January 16, 1998, the USTR identified
Paraguay as a“Priority Foreign Country” under
the “ Special 301" provisions of the Trade Act. On
February 17, 1998, the United Statesinitiated a
Section 301 investigation of Paraguay’s acts,
policies and practices regarding intellectual
property. On November 17, 1998, Paraguay and
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the United States signed a comprehensive
Memorandum of Understanding (MOU) and
Enforcement Action Plan, which, in conjunction
with the passage of trademark and copyright laws
and Paraguayan efforts to improve enforcement,
enabled USTR to conclude the Section 301
investigation without applying sanctions. We
currently monitor Paraguay’ s compliance with the
MOU under Section 306 of the Trade Act and
consult with the Government of Paraguay at
regular intervals under the MOU terms of
reference. In 1999, U.S. Government officials
worked continually on intellectual property issues
with the GOP, consulting formally twice—in
March and September. Our next set of formal
bilateral consultations should take placein early
2000.

In the MOU, the Government of Paraguay
committed to take a number of near-term and
longer-term actions to address the practices that
were the subject of the investigation, including
implementing institutional reforms to strengthen
enforcement and taking immediate action against
known centers of IPR violations. Failureto
comply with the terms of the MOU could lead to
trade sanctions. While piracy and counterfeiting
continue to be widespread problemsin Paraguay,
we have seen efforts by the current Paraguayan
Administration to take steps to address this
problem. For example, in 1999 the Government
of Paraguay conducted several impressive
enforcement raids and passed legislation to ensure
that copyright infringement is designated as a
“public crime” and is enforceable as such in
Paraguayan courts. Much remainsto be done,
however, and the U.S. Government continues to
coordinate closely with affected U.S. industries
and to work with the Government of Paraguay
(GOP) to achieve improvementsin the intell ectual
property regime of Paraguay.

e Uruguay
The smallest economy of Mercosur with a

population of just over three million, Uruguay
nonetheless imported $492 million of goods from

the United Statesin 1999. In September 1999, our
Governments held the first meeting of the U.S.-
Uruguay Bilateral Commercia and Trade Review,
theinitiation of which was afruit of the 1998 visit
of President Julio Maria Sanguinetti to
Washington. This mechanism provides our
Governments the opportunity to deepen our
bilateral dialogue on trade matters and to better
coordinate for meetings in multilateral fora, such
asthe FTAA and WTO. The U.S. Government
was able to use our September meeting with the
Uruguayan Government to prepare for the ALCA
and WTO Ministerial meetings and to highlight
the importance of achieving TRIPS-consistency in
Uruguay by January 1, 2000. We continueto
press the importance of providing adegquate and
effective intellectual property rights protection
with the Government of Uruguay.

f. Chile

On the occasion of the April 1998 State Visit to
Chile, Presidents Clinton and Frei agreed to
establish arejuvenated bilateral consultative
mechanism on trade and investment to replace the
Trade and Investment Council (TIC) from
October 1990 that had lapsed into disuse. We
wanted to enhance our engagement on the broad
range of trade issues, and the Joint Commission
on Trade and Investment (JCTI) was subsequently
established by USTR and the Chilean Foreign
Ministry. The first meeting of the JCTI was held
in Washington in October 1998. We followed up
on this meeting through a number of Study Group
meetings, including on business facilitation and
issues related to management of the social
dimension of trade. The Joint Commission has
been a welcome mechanism for both enhancing
our bilateral relationship and encouraging
increased cooperation and coordination in the
multilateral forain which our countries
participate, such asthe FTAA, WTO and APEC.
The Commission met most recently in October
1999 in Santiago.

Chileis our 32™ export market, absorbing nearly
$3.1 billionin U.S. exportsin 1999. Thisisno
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small feat given that Chile has only 15 million
inhabitants. Chile has consistently been a
recognized leader of economic reform and trade
liberalization in Latin America, with growth
averaging eight percent for the decade prior to the
economic slow-down experienced in 1998-99.
Chile’'sreal GDP grew by approximately 3.3
percent in 1998 and contracted by 1.1 percent in
1999. Asaresource-based, export-dependent
economy, Chile has been seriously affected by the
global drop in commodity prices. In addition,
continued sluggishness in the economies of
Mercosur and Asia, two major destinations for
Chilean exports, contributed to slower Chilean
growth in 1999.

Chile has a history of aggressively pursuing free
trade and tariff-reducing agreements with its
trading partnersin the Americas and beyond. This
leaves the United States at a growing disadvantage
in the Chilean market. Those countries with
which Chile maintains special trade arrangements,
which include most of our hemispheric trading
partners, are exempt from Chilean tariffs or enjoy
reduced rates. In addition, the Government of
Chile engages in unilateral liberalization, reducing
its flat tariff by one percentage point ayear until
the applied tariff rate for virtually al goodsin
Chile reaches six percent on January 1, 2003. As
of January 1, 2000, the applied tariff rate on most
goods in Chile is nine percent, low by regional
standards.

Distilled Spirits

Chile historically has maintained a taxation
system that discriminates against imported
distilled spirits. In December 1997, Chile
changed its law to phase in a system that is less
obviously discriminatory, but that continues to
burden U.S. exports. In January 1998, the United
States and the EU participated in GATT Article
XXI1 consultations with Chile on thisissue, and a
WTO panel was subsequently established at the
EU’srequest. The United States asserted third
party interest in the subsequent procedure, and
actively represented U.S. concerns throughout.

The panel, in June 1999, and the WTO Appellate
Body, in December 1999, found Chile’ s tax
regime inconsistent with Article I11:2 of the
GATT. Thesefindings were adopted at the
January 2000 Dispute Settlement Body meeting,
at which Chile stated its intention to comply. The
United States will continue to press the Chilean
Government to provide expeditiously non-
discriminatory tax treatment to all distilled spirits,
asrequired by the GATT.

4. The Andean Community

The U.S. trade deficit with the Andean region
increased from $2.5 billion in 1998 to $9.7 billion
in 1999, in large part due to the increase in the
price of oil imported from the region and the
slowdown in the Andean economies. U.S. goods
exports to the region were down 23.5 percent in
1999, totaling $11.8 billion.

The Andean Community originated as the Andean
Pact in 1969, with Bolivia, Colombia, Ecuador,
Peru and Venezuela as its members. However, it
was only in the 1990s that the Andean Pact’s
commitment to form a customs union took on
momentum, with reduction and elimination of
most duties among the members and an
increasingly common external tariff. 1n 1997 the
Andean Community became operational. Among
its features are strengthened institutions, such as a
Council of Presidents and a Council of Foreign
Ministersin addition to meetings of Trade
Ministers, and creation of a General Secretariat of
the Andean Community mandated to act as the
group’ s executive body.

The Andean Trade Preference Act (ATPA) of
1991 authorizes the President to provide reduced-
duty or duty-free treatment to most imports from
Bolivia, Colombia, Ecuador and Peru. Itis
intended to help the four beneficiary countries
expand economic alternativesin their fight against
drug production and trafficking. ATPA
preferential trade benefits are similar to those
granted to beneficiaries of the Caribbean Basin
Economic Recovery Act. ATPA preferences are

268

1999 ANNUAL REPORT



scheduled to end on December 4, 2001. In
December 1997 USTR submitted atriennial report
to Congress on the operation of the program
which indicated that the ATPA has facilitated
economic development and export diversification
inthe ATPA beneficiary countries. The next
report to Congress on the ATPA is due December
4, 2000.

a Trade and Investment Council
M eetings

In May 1999 the U.S. and Andean Governments
held the inaugural meeting of the U.S.-Andean
Community Trade and Investment Council (TIC)
in Cartagena, Colombia. The creation of this new
partnership with the Andean Community members
reflects the increasing importance the Andean
Community has attained as a regional decision-
making body and reflects the U.S. Government’s
interest in expanding our trade relationships in the
region. Thisfirst meeting of the TIC addressed
key issues, such asthe FTAA negotiations, the
WTO, protection of intellectual property rights,
and trade issues under the Andean Trade
Preference Act. On the margins of the TIC
meeting, USTR officials met with the presidents
of the Andean countries to discuss trade issuesin
our relationship. Additional consultations with
our Andean trading partners were held in Limain
October 1999, to help prepare for both the FTAA
Ministerial and the WTO Ministerial.

b. Bilateral Investment Treaties

In April 1998 the U.S. Government signed a
Bilateral Investment Treaty (BIT) with the
Bolivian Government. The BIT will soon be
submitted for ratification by the U.S. Senate. It
will help make Bolivia more attractive to potential
U.S. investors and will provide investors in both
countries guarantees of access and fair treatment
in the other’s market. During 1999 the U.S.
Government initiated formal BIT negotiations
with the Government of Peru and began
exploratory discussions with the Government of
Colombia. A U.S.-Ecuador BIT went into effect

in May 1997. BIT talks with the Government of
Venezuela are on hold pending areview by the
incoming Chavez Administration.

C. Intellectual Property Rights

In the area of intellectual property the Andean
Community countries have developed common
disciplines with legal effect throughout the
Community. The various Andean Pact decisions,
while generally an improvement from previous
disciplines, fell short in a number of waysin
meeting WTO TRIPS requirements. The Andean
countries have just reached agreement on
modifications to the decisions. The U.S.
Government isin the process of translating and
analyzing the revised legislation to determine
TRIPS compatibility.

While Peru is on the Special 301 Priority Watch
Ligt, it has developed a plan of action for
improved intellectual property enforcement. In
November 1999 the Colombian Government
resolved a particularly onerous situation facing
U.S. television programmers by issuing licenses to
legitimate subscription television stations. We are
continuing to monitor PR enforcement effortsin
the region, which in general have improved
marginally but remain inadequate.

d. Auto Regime

In late 1999 the Governments of Colombia,
Ecuador and V enezuel a adopted modifications to
their automotive trade-related investment
measures which they assert bring the program into
conformity with their WTO obligations. The U.S.
Government is currently analyzing the decision
and seeking clarification on a number of points.

5. Central America

The United States remains Central America’'s
principal trading partner. The Central American
Common Market (CACM) consists of Costa Rica,
El Salvador, Guatemala, Honduras and Nicaragua.
Panama, which has observer status, and Belize
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participate in CACM summits but not in regional
trade integration efforts. Asagroup, the countries
of the CACM exported atotal of $11 billion of
goodsto the United Statesin 1999, importing
$8.5 billion of U.S. goods. Trade within the
CACM was $2 hillionin 1998. The CACM isan
internal market of amost 32 million people with a
combined GDP of over $56 billion. GDP per

capita varies widely within the region, with the
relatively devel oped service-oriented economy of
Panama registering $3,315 per capita. At the
other extreme, Nicaraguan GDP per capitawas
only $437in 1998. Furthermore, these figures do
not capture the broad disparities of income
evident within most Central American countries.

The CACM signed atrade agreement with Chile
in the fall of 1999. Beyond the CACM, countries
in the region have also been active in pursuing
regional trade liberalization bilaterally or in
regional sub-groups. Costa Rica has signed free
trade agreements with the Dominican Republic
and Mexico. Nicaraguaalso has afreetrade
agreement with Mexico. El Salvador has afree
trade agreement with the Dominican Republic.
Guatemala, Honduras and El Salvador, the so-
called “Northern Triangle”, are negotiating free
trade agreements with Mexico and the Dominican
Republic.

All of the countries of the region are participating
in the Free Trade Area of the Americas (FTAA)
negotiations. Central American countries take an
active role in the negotiating process. Inthe
current negotiating phase, Costa Rica chairs the
Negotiating Group on Dispute Settlement and
Guatemala chairs the Consultative Group on
Smaller Economies.

In March 1999, President Clinton joined leaders
from Belize, Costa Rica, the Dominican Republic,
El Salvador, Guatemala, Honduras and Nicaragua
at the Antigua, Guatemala Summit. The President
assured his counterparts from Central America
and the Dominican Republic of his commitment to
seek enhancement of the Caribbean Basin
Initiative for the region. Also, the leaders

reaffirmed their desire to address issues of mutual
concern with the United States both bilaterally and
at the regional level through the Trade and
Investment Council mechanism. These meetings
provide forafor discussion of common trade and
investment interests. The United States held a
Trade and Investment Council meeting with
Nicaraguain February, 1999. In November, 1999,
the United States held trade and economic
discussions with Panamain the context of broader
bilateral consultations in advance of the transfer
of the Panama Canal on December 31, 1999.

a. Agriculture

Falling international prices for agricultural
commodities has led to a protectionist backlash in
several Central American countries. Agricultural
tariffs were raised in Costa Rica, Nicaragua and
Panama, athough they are still within WTO-
bound rates. Costa Ricainstituted a specia
safeguard on imported rice. Costa Ricaalso
began enforcing a WTO-inconsistent law already
on its books, requiring that all rice imports be
channeled through a Rice Office (whichis
dominated by domestic Costa Rican rice
producers) that has the discretionary authority to
limit the sale of imported rice. Panama has also
undertaken awide range of WTO-illegal actions
(inthe U.S. view) to keep out imported
agricultural products, including the arbitrary
denia of SPS (sanitary phytosanitary) permitsto
restrict import levels and requiring importers to
purchase certain quantities of local productsin
order to obtain SPS permits. The United Statesis
working to address these problems with the
relevant countries.

b. Intellectual Property Rights

In general, protection of intellectual property
rights has improved in the region. Honduras and
Nicaragua passed new legislation to improve the
protection of intellectual property rightsin 1999
in an effort to comply with the TRIPS provisions
of the WTO. Enforcement efforts have also been
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stepped up in a number of countries, such as
Panama and Honduras.

However, inadequate | PR protection continues to
be aproblem. Guatemala remains on the Special
301 Priority Watch List for itsfailure to afford
acceptable IPR protection. CostaRicais on the
Specia 301 Watch List. A number of countriesin
the region have yet to meet the January 1, 2000
deadline for TRIPS compliance. Remaining
issues include both providing an adequate
legidlative framework and enforcing intellectual
property rights.

C. Worker Rights

A June 1998 report by the General Accounting
Office (GAO) concluded that major CBI countries
have made efforts to improve worker rightsin
recent years by reforming their labor laws and
making efforts to upgrade their labor departments.
However, the report noted that many problems
remain. Thisisparticularly truein Guatemala,
where efforts to address serious worker rights
violations have been hampered by an
unresponsive and inadequate legal system.
International labor organizations continueto file
Generalized System of Preferences petitions
alleging violations of internationally accepted
worker rightsin Guatemala. The Administration
raised these issues with the previous Guatemalan
Government and attaches a high priority to the
resolution of these issues by the incoming
government.

6. The Caribbean
a. CARICOM

Countries in the Caribbean region include
members of the Caribbean Community and
Common Market (CARICOM) and the Dominican
Republic. Current members of CARICOM are:
Antigua and Barbuda, the Bahamas, Barbados,
Belize, Dominica, Grenada, Guyana, Haiti,
Jamaica, Montserrat, Saint Kitts and Nevis, Saint
Lucia, Saint Vincent and the Grenadines,

Suriname and Trinidad and Tobago. In theory,
CARICOM is acustoms union rather than a
common market. However, progress toward
economic integration and a common external
tariff (CET) has been limited.

A meeting of the U.S.-CARICOM Trade and
Investment Council was held in September 1999,
in Washington. The Trade and Investment
Council mechanism has provided a useful
opportunity for consultation on issues of mutual
interest, such as the EU banana casein the WTO.
This meeting, together with other discussions held
under the “quick consult” mechanism, has
facilitated the development of ajoint U.S.-Latin-
Caribbean approach to resolve the banana dispute.
The meeting also afforded an opportunity to
discuss hemispheric and multilateral
developmentsin the FTAA and WTO.

CARICOM countries have played an activerolein
the FTAA process. At the November 1999 FTAA
Summit in Toronto, ministers agreed that Trinidad
and Tobago will chair the Negotiating Group on
Investment, and the Bahamas will serve as Vice
Chair of the Consultative Group on Smaller
Economies for the current phase of negotiations.

b. Other Caribbean Countries

Severa countriesin the region are not members of
any of the subregional trade blocs discussed
above. The Dominican Republic, the largest
beneficiary of the Caribbean Basin Initiative
program, does not belong to any regional trade
association, but has increased cooperation with
both Central Americaand CARICOM. President
Leonel Fernandez envisions a “strategic alliance”
of the Caribbean and Central America, aimed at
increasing the regions' leverage in trade talks,
with the Dominican Republic as the “bridge”
between the two areas.

The Dominican Republic’srecord in tradeis
mixed. On the one hand, the Dominican Republic
has taken full advantage of unilateral preferential
trade benefits extended by the U.S,, attracting
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investment in its free trade zones and assembly
operations and registering the highest growth rate
in the hemisphere. On the other hand, the
Dominican Republic has lagged behind other
countriesin the region in meeting its WTO
commitments to provide adequate | PR protection.
The Dominican Republic remainson USTR's
Special 301 Priority Watch List.

Cubais not amember of any regional trade
agreement, although it is amember of the
Association of Caribbean States (ACS), a political
and economic organization. Cuba hasinitiated a
dialogue with CARICOM for possible
membership, but to date there have been no
serious negotiations. Cuba does not participate in
the FTAA process or the Summits of the
Americas.

C. The Caribbean Basin Economic
Recovery Act

The Caribbean Basin Economic Recovery Act
(CBERA), aso known as the Caribbean Basin
Initiative (CBI), was enacted by Congressin 1984
to promote the economic revitalization and export
diversification of the Caribbean Basin. The
program allows the President to grant unilateral
duty-free treatment on eligible articles from
beneficiary countries. The CBERA program,
originally set to expire in 1995, was made
permanent in 1990, with expanded product
eigibility. CBERA beneficiariesinclude:
Anguilla, Antigua and Barbuda, the Bahamas,
Barbados, Belize, Costa Rica, Dominica, the
Dominican Republic, El Salvador, Grenada,
Guatemala, Guyana, Haiti, Honduras, Jamaica,
Nicaragua, Panama, Saint Lucia, Saint Vincent
and the Grenadines, Suriname, Trinidad and
Tobago, the Cayman Islands, Montserrat, the
Netherlands Antilles, Saint Kitts-Nevis, the Turks
and Caicos Islands and the British Virgin Islands.

On October 1, 1999, the Third Report on the
Operation of the Caribbean Basin Economic
Recovery Act (CBERA) was submitted to
Congress. Thereport isavailableon USTR's

homepage at www.ustr.gov. The report concludes
that the program has had avery positive impact on
both U.S. and CBI country exports and has
contributed to export diversification in beneficiary
countries. Thereport aso finds that the CBI
program has helped to improve protection of
worker rights and intellectual property in
beneficiary countries.

d. Caribbean Basin Trade Enhancement

In thefall of 1999, both the House and Senate
took up legidation to enhance CBERA benefits.
The Administration also submitted legislation that
would expand the coverage of the CBI to products
currently excluded by statute. However, House
and Senate versions of CBI enhancement vary.
The Administration has been working with the
supporters of the legidation in both Houses of
Congress, and with the affected industries, to find
a compromise between the different versions of
the legislation. The Administration will continue
these efforts and is committed to work with the
Congress in 2000 to obtain passage of CBI
enhancement.

H. Africa

Overview

Asapart of President Clinton’s Partnership for
Economic Growth and Opportunity in Africa
initiative, the Administration has endeavored to
develop and implement three central trade policy
objectives: (1) strengthening U.S.-Africa
economic engagement; (2) integration of
sub-Saharan countries into the multilateral trading
system; and (3) promoting economic reform and
growth. Asone element in thisinitiative USTR
established the position of Assistant United States
Trade Representative for Africa and the Office of
African Affairsin 1998.

Highlights of the achievements of this
Administration since 1993 include;
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Strengthened U.S.-Africa Engagement

The Administration has worked with Members of
Congress in a bi-partisan effort to support
enactment of the African Growth and Opportunity
Act (AGOA), which would establish a framework
for atrade and investment-based approach to
promoting economic growth in sub-Saharan
Africa The Act passed both chambers of
Congress in 1999 and as of the date of this report
was awaiting action by a House-Senate
Conference Committee. USTR played a
leadership role during the March 1999 U.S.-Africa
Ministerial, the largest meeting ever held between
American Cabinet Members and African
Ministers. As part of the Ministerial, the United
States co-chaired with the Organization of African
Unity/African Economic Community, the
first-ever ministerial Round Table on U.S.-Africa
trade cooperation.

In 1999, the United States concluded historic
Trade and Investment Framework Agreements
with South Africaand Ghana, the first with any
countriesin sub-Saharan Africa. In addition to
formal consultations under TIFAS or other
bilateral mechanisms, USTR has conducted
extensive trade-related consultations throughout
Africaand in Washington with African trade
officials.

Fuller African Integration into the Multilateral
Trading System

Increased African participation in the global
trading system creates greater opportunities and a
stronger foundation for economic growth in
sub-Saharan Africa. Increased African
participation also strengthens the international
trading system. USTR has expanded its efforts to
engage African countries on WTO issues through
increased bilateral and multilateral consultations,
new consultative mechanisms, and technical
assistance. Asaresult, the United States and a
number of African countries have identified
significant areas of common interest in the WTO.
One example is the development and tabling of a

joint proposal from the United States, L esotho,
Nigeria, Senegal and Zambiato the WTO on
improving trade-related technical assistance.

USTR has worked with other agencies, especialy
USAID, to increase WTO-related technical

assi stance to sub-Saharan African countries.
USTR and USAID have coordinated
WTO-awareness workshops in Zambia (a regional
workshop for the Common Market for Eastern and
Southern Africa), Cote d' Ivoire, Mali, Senegal,
South Africa, and Uganda. During the 1999 WTO
Ministerial Conference, USTR and USAID
conducted a Technical Assistance Symposium for
African trade ministers on WTO-related technical
assistance resources and published a
comprehensive guide to these resources.

Economic Reform and Growth

Economic reform and growth in Africa benefits
the United States and Africa by providing new
opportunities for U.S. businesses in sub-Saharan
Africa, amarket of 640 million people, and by
creating stronger and more stable economies that
allow African countries to better combat
transnational challenges such as disease, poverty,
environmental degradation, narcotics trafficking,
and terrorism. The African Growth and
Opportunity Act would support economic reform
in the region by providing incentives for
sub-Saharan African countries to adopt more free
market-oriented policies.

USTR also has used a number of formal and
informal consultations to promote economic
reform. For thefirst timeinten years, in
December 1998, the United States concluded a
Bilateral Investment Treaty with a sub-Saharan
African country, Mozambique. The BIT will
protect U.S. investment in Mozambique and
ensure a predictable environment for investment
guided by market forces. In addition, USTR has
been active in the Trade Policy Review

M echanisms that are conducted by the World
Trade Organization and has used these reviews as
atool to encourage further trade and investment
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liberalization and reform. In the past few years,
more than ten African countries have benefitted
from these reviews.

In June 1997, USTR enhanced the Generalized
System of Preferences Program by adding 1,783
new tariff linesfor least developed beneficiary
countries (LDBDCs). Of the 39 LDBDCs
worldwide, 30 are in sub-Saharan Africa. The
enhancement allows these 30 sub-Saharan African
countries duty-free access to the U.S. market for
products listed in these tariff lines, promoting
greater African use of the GSP program,
diversification of African exports and growth of
the African private sector. In 1999, the United
States extended GSP benefits to two additional
sub-Saharan African countries, Gabon and
Mauritania. African use of the GSP program has
increased significantly as aresult of these efforts.
USTR also has utilized the GSP program to
promote regiona economic integration by
determining (in June 1998) that eligible members
of certain regional organizations could combine
their value-added contributions to products
exported to the United States in order meet GSP
rule-of-origin requirements.

Public Outreach

The U.S. Government has been very activein
promating U.S. private and public sector
understanding of the U.S.-Africatrade policy and
has increased overall American understanding of
the opportunities and challenges of trade with
Africa. USTR has coordinated five annual reports
for the President’ s submission to Congress on the
United States Comprehensive Trade and
Development Policy Toward Sub-Saharan Africa.
USTR officias have participated in town hall
meetings and have briefed numerous private
sector, faith, academic and other NGO groups
throughout the country on U.S.-Africatrade

policy.

1999 Activities

In 1999, the Administration strengthened both its
bilateral and multilateral engagement with the
countries of sub-Saharan Africa. The United
States' largest trading partners in sub-Saharan
Africaremained South Africaand Nigeria. Other
major trading partnersincluded: Angola, Gabon,
Ghana, and Cote d' Ivoire. 1n 1999, the U.S.
exported $5.6 billion to sub-Saharan Africa, a
decrease of 17 percent, and imported just over $14
billion, an increase of 7 percent. U.S. exportsto
sub-Saharan Africawere greater than to al of the
former Soviet Union, including Russia. However,
with a population of more than 640 million,
sub-Saharan Africa’s potential as atrading partner
is much greater than these figures would indicate.
In 1999, a number of African countries, including
Nigeria, began to transition to more democratic
political systems and more open and
market-oriented economies. The Administration
plans to support these efforts and the economic
reform process in many sub-Saharan African
countries by encouraging trade and investment
flows between the United States and these
countries and by providing appropriate technical
assistance to help these countries better participate
in the multilateral trading system, including the
WTO.

The African Growth and Opportunity Act,
currently pending a Conference in the U.S.
Congress, would substantially enhance U.S.
efforts to support economic reform in sub-Saharan
Africaby providing increased accessto the U.S.
market for reforming countries, establishing a
formal U.S.-Africa Trade and Economic
Cooperation Forum, and encouraging creation of
funds and guarantees to promote trade and
investment with sub-Saharan Africa. The
Administration continues to support rapid
enactment of the AGOA.

1. South Africa

South Africaisthe United States' largest trading
partner and the largest economy in sub-Saharan
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Africa. In 1999, U.S.-South Africatrade totaled
$5.8 billion with U.S. exports of $2.6 billion —a
29 percent decrease from 1998 — and U.S. imports
from South Africaof $3.2 billion —a5 percent
increase. The declinein trade was duein part to
slower growth of the South African economy
which was still recovering from the world-wide
financial turmoil of 1998.

In February 1999, the United States and South
Africasigned a Trade and Investment Framework
Agreement (TIFA). TIFASs establish a mechanism
for addressing trade and investment issues and for
identifying and eliminating or reducing barriersto
trade and investment. The inaugural U.S.-South
Africa TIFA council meeting was held in July
1999 by video-conference and produced progress
on anumber of issues including intellectual
property rights and WTO cooperation.

Throughout 1999, USTR worked with the
Government of South Africa on a number of
intellectual property issues, including concerns
regarding the protection of patent rights for
pharmaceuticals under South Africa’s Medicines
Act in conjunction with South Africa s effortsto
address HIV/AIDS. In September 1999, USTR
concluded a bilateral understanding with South
Africaunder which both Governments reaffirmed
their shared objective of addressing South

Africa smajor health needs, including the
treatment of HIV/AIDS, in amanner also
consistent with the provisions of the WTO TRIPS
Agreement. On December 1, the United States
removed South Africafrom the Special 301
Watch List. Thisaction was based on South
Africa s agreement that it would address health
needs in a manner that fully protects intellectual
property rights, as well as other steps South Africa
has taken and is taking to improve further the
protection of intellectual property.

In 1999, South Africa also concluded a number of
agreements that may affect U.S.-South Africa
relations. South Africaratified the Southern
African Development Community (SADC) Trade
Protocol, which is expected to come into force for

participating countries during the first half of
2000. The United States has supported South
Africa s and the other members of SADC's
(through provision of technical assistance in some
cases) effortsto increase regional economic
integration. Regional integration offersincreased
market efficiencies, promotes competitiveness and
improved allocation of resources, and creates
larger markets that are more attractive to traders
and investors.

On October 11, 1999, South Africa and the
European Union signed an “ Agreement on Trade,
Development and Cooperation.” Under the
agreement, the EU and South Africa agreed to
establish a Free Trade Areaover atransitional
period lasting a maximum of 12 years for South
Africaand a maximum of 10 yearsfor the
European Union. Trade provisions of the
agreement were to have come into force on a
provisional basis (pending ratification by all EU
members) on January 1, 2000, but a dispute has
made it unclear exactly when the agreement was
or will be implemented. USTR isreviewing the
agreement to determine if and what detrimental
effectsit may have on U.S. interests and to ensure
that it is consistent with WTO provisions.

Promoting increased trade and investment
between the United States and South Africa
remains a priority and will be amajor topic for
discussion during future TIFA Council meetings
planned for 2000.

2. Nigeria

With the inauguration of a democratically elected
President in March 1999, the United States has
increased its engagement with the Government of
Nigeria. During his November 1999 visit to the
United States, Nigerian President Obasanjo
expressed his strong commitment to implementing
economic reformsin Nigeria and to seeing Nigeria
take its place as aleader in the multilateral trading
system. In 1999, the United Statesinitiated
negotiation of aU.S.-Nigeria TIFA, which was
signed on February 16, 2000. The TIFA createsa
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mechanism in which trade, investment,
intellectual property, and other issues can be
addressed and resolved. Nigeria, which is not
currently eligible for the U.S. Generalized System
of Preferences Program, has indicated its interest
in participating in the program.

3. Other African Countries

The Administration has increased its engagement
on trade issues with a number of other
sub-Saharan African countries including Ghana,
Senegal, and Uganda. In February 1999, the
United States and Ghana signed a Trade and
Investment Framework Agreement. In August
1999, the Administration worked extensively with
Senegal’s Minister of Commerce, during his visit
to the United States, to highlight opportunities for
increased U.S.-Senegal trade and areas for
U.S.-Senegal cooperation inthe WTO. In
November 1999, during avisit of Uganda's
Deputy Prime Minister/Minister of Trade, USTR
began a U.S.-Uganda dialogue on a wide-range of
WTO issues. The Administration plans to
continue to enhance economic relations with a
number of African countries and to work to
diversify our trade with Africa.

a. Regional Trade and I nvestment
Framework Agreements

Negotiation of a TIFA with the West African
Economic and Monetary Union (WAEMU) began
in 1998, and the Administration is hopeful that the
TIFA will be concluded in 2000. In addition, the
United States is discussing a TIFA with the
Southern African Development Community.
Regional TIFAs have been effective in other parts
of the world astools to ingtitutionalize dialogue
with regional |eaders on trade and investment
liberalization, regulatory and judicia reforms,
intellectual property rights protection, and other
measures to enhance trade.

b. GSP

The worldwide GSP program expired on June 30,
1999, but was re-authorized in November 1999
with benefits retroactive to July 1, 1999. Unlike
in past years, the GSP program was re-authorized
until September 30, 2001, providing greater
incentives for importers to use the program
because of the added security that the program
will exist for the next two years. Implementation
of the African Growth and Opportunity Act would
further extend GSP benefits to sub-Saharan
African countries for either 6 or 9 years
(depending on whether the House or Senate
version is enacted). The African Growth and
Opportunity Act also would expand for qualifying
sub-Saharan African countries the list of products
given duty-free treatment under the GSP program,
to include textiles and apparel and certain other
items previously excluded.

In 1999, USTR extended GSP benefits to two
additional sub-Saharan African countries, Gabon
and Mauritania. USTR also worked with a
number of African countriesto help them
understand how the GSP program works. In
addition, during 1999, a number of new countries
became eligible to utilize aregiona cumulation
benefit aimed at promoting regional economic
integration and increased cross-border trade and
investment. In June 1998, the President
determined that eligible members of WAEMU,
SADC, and the Tripartite Commission of East
African Cooperation (EAC) could combine their
value-added contributions to products exported to
the United Statesin order to meet GSP
rule-of-origin requirements. To be eligible,
SADC and EAC members had to ratify their
organization’ s respective trade protocol. By
SADC' s January 2000 deadline, ten SADC
members had ratified the SADC trade protocol —
Botswana, Lesotho, Malawi, Mauritius,
Mozambique, Namibia, South Africa, Swaziland,
Tanzania, and Zimbabwe — making them eligible
to receive the cumulation benefit. In 1999, all
three members of the EAC (Kenya, Tanzania, and
Uganda) signed the EAC Treaty making these
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countries eligible for cumulation benefits. All
eight WAEMU countries (Burkina Faso, Benin,
Cote d'Ivoire, Guinea-Bissau, Mali, Niger,
Senegal, and Togo) already were eligible for the
new GSP cumulation benefit.

C. Enhanced Engagement on WTO |ssues

Working with the countries of sub-Saharan Africa
to assist them to actively participate in the WTO
isapriority for the Administration. Participation
in the WTO and the multilateral trading system
are essential for promoting sustainable economic
growth in Africa. Participation in the WTO
includes sub-Saharan African membersin a
rules-based trading system in which they have an
equal voice with all other WTO Members and an
ability to influence decision-making. However,
African WTO members will be able to benefit
fully from the WTO only by understanding all
their rights and obligations and by fully
implementing their commitments under WTO
agreements, commitments which will make their
countries more attractive to international
commerce and investment.

The Administration has been working with a
number of African countries to increase their
understanding of the issues before the WTO and
to provide technical assistance to enable them to
implement their WTO commitments and to enjoy
fully the benefits of the international trading
system. In October 1999, the United States with
four African countries (Lesotho, Nigeria, Senegal,
and Zambia) tabled aWTO proposal on technical
assistance. Among other initiatives, USTR and
USAID sponsored a Symposium on WTO-Related
Technical Assistance Resources during the 1999
WTO Ministerial Conference. USTR and USAID
also coordinated WTO-awareness workshops at
the regional level in Zambia (co-sponsored by the
Common Market for Eastern and Southern Africa
(COMESA) and at the national level in Cote
d’lvoire, Mali, Senegal, South Africa, and
Uganda.
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